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WEDNESDAY, MARCH 28, 1956 


Unirep STates SENATE, 
SeLtect CoMMITTEE ON SMALL Bustness, 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10:10 a. m., in room 
457, Senate Office Building, Senator George A. Smathers (chairman 
of the subcommittee) presiding. 

Present: Senator Smathers. 

Also present: Charles M. Noone, special counsel; William D. Amis, 
Robert L. Weadock, professional staff members; and Robert A. For- 
sythe, administrative assistant to Senator Edward J. Thye. 

Senator Smarners. The meeting will come to order. 

Mr. Floete, will you come up and have a seat? 

Before you start, Mr. Floete, let me make a brief statement. 

This is an open hearing of the Subcommittee on Government Pro- 
curement of the Senate Small Business Committee. 

Congress has frequently expressed its intent that small business 
should receive a fair proportion of contracts let by Government agen- 
cies. The Small Business Committee has conducted studies each year 
since 1951 to determine the degree to which this intent of Congress 
has been implemented by agencies of the executive branch. While we 
have been encouraged in the past by policy statements issued by the 
heads of various executive agencies, we have been disappointed in the 
relatively low proportion of procurement dollars going to small busi- 
ness. We are interested in learning what the executive agencies are 
doing to foster small-business participation in Government procure- 
ment and what results they have achieved. 

In today’s hearing we shall receive testimony and mmeees from 
officials of the General Services Administration. Excluding the 
Atomic Energy Commission, statistics reflect that the General Serv- 
ices Administration processed approximately 42 percent of all pro- 
curements by civilian agencies of the executive branch in fiscal year 
1955. 

It is apparent that GSA plays an important part in Government 
procurement, and it is for this reason that we invited this agency to 
be the first to appear before the subcommittee in its 1956 hearings. 

Now, the first witness, as would be expected, is the Administrator 
of the General Services Administration, Mr. Franklin G. Floete. 

Mr. Floete, we are happy to have you with us this morning. 

Mr. Fiorre. Thank you very much, Senator. 

Senator Smatuers. If you have a statement you would care to make 
you may proceed, sir. 
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STATEMENT OF HON. FRANKLIN G. FLOETE, ADMINISTRATOR, 
GENERAL SERVICES ADMINISTRATION; ACCOMPANIED BY MAX- 
WELL H. ELLIOTT, GENERAL COUNSEL; RUSSELL A. HEDDLESTON, 
DEPUTY COMMISSIONER OF EMERGENCY PROCUREMENT SERV- 
ICE; CLIFTON E. MACK, COMMISSIONER OF FEDERAL SUPPLY 
SERVICE; L. L. DUNKLE, JR., ACTING DIRECTOR, NATIONAL 
BUYING DIVISION, FEDERAL SUPPLY SERVICE; J. H. BOLTON, 
DEPUTY DIRECTOR, PURCHASE DIVISION, FEDERAL SUPPLY 
SERVICE; GEORGE GRIMSLEY, ACTING DIRECTOR, COORDINAT- 
ING SECTION, NATIONAL BUYING DIVISION, FEDERAL SUPPLY 
SERVICE; AND OTIS R. POSS, ACTING DIRECTOR, DESIGN AND 
CONSTRUCTION, PUBLIC BUILDINGS SERVICE 


Mr. Fuoere. Mr. Chairman, as you know, I am new in the job. 
Therefore, I do not have the intimate knowledge that I would like 
to have before I appear before your distinguished committee. And I 
mean that, because I have appeared before a good many committees 
since I have been here in the last 214 years, and I have always known 
exactly what I wassaying. I have written it myself. 

I am sorry that in this instance, because of the press of the work, I 
can’t say that I am really an authority on this subject. I am learning 
fast, however, and I will continue to do so. 

Senator Smaruers. Mr. Floete, we appreciate very much your 
candor and your directness. We assure you that you are appearing 
before a friendly committee. We understand your particular problem, 
and together we may be able to do something for small business. I 
am sure you are as anxious as we are to do so. 

You may proceed. 

Mr. Froers. I do have a prepared statement which I would like to 
read, sir. 

Practically all my adult life I have been a small-business man—in 
manufacturing, construction, real estate, banking, and machinery. 
Therefore, I know from long, firsthand experience the handicaps of a 
small-business man in competing with big business. 

Let me say at the outset that the small-business man doesn’t want a 
subsidy or a handout. He does want the odds against him minimized 
so that he can compete on fairly even terms. As Administrator of 
General Services, I intend to see that the small-business man gets the 
even break he wants and to which he is entitled in competing for GSA 
business. This is no more or less than the expressed policy of the 
Congress as stated in our act. It reads: 

It is the declared policy of the Congress that a fair proportion of the total 
purchases and contracts for supplies and services for the Government shall be 
placed with small-business concerns. 

Since its creation, GSA has made a good record in carrying out this 
congressional policy. During the calendar year 1955, 76.6 percent of 
our total procurement actions and 57.7 percent of our total dollar 
volume went to small business. Admittedly the job is easier for GSA 
than for some other agencies because so many of the things we buy— 
such as common-use items—are regularly manufactured and sold by 
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small-business concerns. To stimulate the natural trend, GSA has put 
into effect certain basic policies. They are: 

1. Publication of procurement information in the Synopsis of Gov- 
ernment Procurements put out by the Department of Commerce. 

2. Development of specifications in accordance with industry stand- 
ards so that the small-business man can sell to the Government that 
which he regularly produces for private commerce. 

3. Acceptance of bids so that awards are made within the produc- 
tion capabilities of small-business concerns. 

4. Establishment of realistic delivery schedules within the capabili- 
ties of small-business concerns. 

5. In cooperation with the Small Business Administration, the pro- 
gressive development of a small-business set-aside program. 

6. Providing information and help to all prospective bidders for 
Government contracts through our GSA business service centers 
located in all our regional offices. During calendar year 1955 these busi- 
ness service centers “processed 138,609 written communications and fur- 
nished free or at nominal prices 318,612 copies of Federal and GSA 
specifications. 

In addition to those communications there are, of course, a tremen- 
dous number of personal calls to each one of these offices where a vary- 
ing number of people service the customers as they come in. I un- 
derstand, for instance, that in the Washington area there are as many 
as eight people regularly devoted to this type of work in the business 
center. In some of the other regions there is a smaller number. The 

ersonal visits were 108,753. So that indicates that the service is 
eing used extensively when you add that to the written communica- 
tions that were answered. 

And, also, I note there are 112,000 telephone inquiries. So it is 
well accepted by the small-business men. 

The committee may be assured that GSA will not just rest on this 
record. It is my firm intention, first, to review our activities per- 
sonally to assure that these policies are and will be continued to be 
applied vigorously ; and, second, to try to develop other aids to small 
business within the framework of our free, competitive-enterprise 
system. 

One possibility that occurs to me is to streamline our contract docu- 
ments. In view of the many statutory requirements, simplification 
will not be easy. But the tangible rewards to all businessmen—big 
and littlh—who deal with the Government, make the effort worth 
while. 

I became particularly cognizant of that fact during the time I was 
with the Department of Defense as to public- works contracts. I 
have been a contractor, so I have been on both sides of the fence. And 
I know that the details of these contracts are such that not only do 
they discourage bidders, but they also have a tendency, I think, to 

raise the price, because the man fears, “Well, I don’t know just w ‘hat 
this means, so I will put something 1 in for a contingency.” That is 
customary practice—I can’t say that it is so much in the procurement 
of common-use items, but I know it is in public works. 

Senator Smatruers. Would you mind telling us where you were a 
contractor and how long you were a contractor -? Just give us a little 
of your personal business experience. 
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Mr. Froere. I would be glad to. 

I was in the building-supply business for about 7 years. My whole 
life has been spent in the Middle West, in Iowa and Nebraska, and a 
short time in South Dakota. I was a contractor for 9 years. That 
was in Nebraska. All of our work at that time was with the Govern- 
ment. And it was during the heart of the depression, and was largely 
river work on the Mississippi and Missouri Rivers. I became very 
familiar with Government contracts. And they haven’t changed a 
great deal since that time. 

Senator Smatuers. How big a contracting firm was it? 

Mr. Fvoere. The largest number of employees we ever had was 
1,200. Normally we had about half that. In the building-material 
business it was a very much smaller organization. That was really 
small business. 

Senator SmaruHers. So, as you say, your experience has been rather 
extensive as what we would call sort of a large-business man. Now 
you have also had considerable experience on the Government side. 

Mr. Fuorre. Yes. And then I was in the tractor business for about 
10 years. I sold out just before I came down here. I was State dis- 
tributor for the Ford Motor Co. That doesn’t mean I was a represent- 
ative of the Ford Motor Co. I was an independent operator; I bought 
from the Ford Motor Co. and resold to dealers of our own selection, 
dealers that we had established. So, I knew their problems. They 
really were small-business men, dealing right with the farmers. 

That isn’t analogous to just what we are talking about here, but I 
think I have the viewpoint of them, and I have known a great number 
of them, and I know their problems. 

I do think it is worthwhile for us to look into this contracting, actu- 
ally the forms used in contracting. I think it contributes to the cost, 
and I think it discourages some bidders from bidding. It is a worth- 
while effort, and I hope to pursue it. 

Another means would be further education for businessmen in 
Government procurement procedure. The GSA Business Service 
Centers have done an admirable job of furnishing information to busi- 
nessmen who come to visit them. I think we should take the next step 
and visit the businessmen. What I have in mind is for each of our 10 
regional offices, in cooperation with local chambers of commerce and 
service clubs, to arrange one or more meetings of businessmen in that 
region to explain how to do business with GSA. 

I think we could perform a real service and educate a great many 
more people than we now do by taking some organization and some 
fanfare and help from the commercial clubs. I think we could get up 
% program that would be very interesting and helpful. We have 10 
regional offices and 2 sub-regional offices. Within each region there 
are a number of large cities where, perhaps, we should also hold meet- 
ings. I would be in hopes in that way of disseminating further infor- 
mation and provide more people with the service now given. 

Mr. Noone. Mr. Floete, when representatives of the General Serv- 
ices Administration were before this committee a year ago, they spoke 
about a motion picture entitled “How to Sell to the Government,” 


which was being produced for GSA. Has that motion picture been 
released ? 
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Mr. Fioere. We were talking about it yesterday, and we thought 
we might use it as a part of this program. 

What is the status of the picture? 

Mr. Mack. I am Clifton E. Mack, Commissioner of the Federal 
Supply Service. That picture has been developed by our Business 
Service Center group in GSA, and the last report I had was that it is 
just about ready for release. It should be available soon. 

Mr. Noone. Will that be related directly to GSA procurement or to 
Government procurement in general? 

Mr. Mack. It emphasizes GSA procurement, but, of course, the 
theme would be applicable generally to Federal procurement. 

Mr. Noone. And you contemplate using that motion picture in con- 
junction with these meetings around the country that Mr. Floete is 
talking about? 

Mr. Fioere. Yes, sir. 

Senator SmatueErs, This says it will be released “this fall.” 

Mr. Noone. That would be the fall of 1955. 

Senator Smatuers. The fall of 1955. 

Mr. Mack, as long as we have you talking here, do you think that 
we could be a little more expeditious in the treatment of that film 
than we were the last time we talked about it? In other words, you 
were going to release it last fall, 1955, and here we are in March. You 
say you think it will be released very shortly ? 

Mr. Mack. I understand so. We inquired about that just the other 
day. And my understanding is that they had certain further work to 
do, but that it had been thoroughly checked, and that it is just about 
ready for release. 

Mr. Ftoere. I will see that it gets on the road. 

Senator Smatuers. Thank you, Mr. Floete. 

Mr. Noone. I think it would be helpful for the committee to know 
when it is released. 

Senator Smatuers. If Mr. Floete would let us know as soon as it is 
released, we would appreciate it. Asa matter of fact, I think it would 
be well if we could all take a look at it just for educational purposes, 
because there are a lot of people who write to us from certain areas 
that you people may not have heard from, and we could say, “Would 
ee write GSA? They have a picture which we think would be very 

elpful to you.” We can help you circularize that picture, which I 
think would help us both and fate all that we are trying to do. 

Mr. Fioere. Mr. Chairman, that concludes my formal statement. 
I want to say that I appreciate this opportunity to come up here and 
start getting acquainted with you. I recognize the great interest this 
committee has had in this subject and the \ very fine things that it has 
done. It is my desire to work with you in a wholly cooperative manner 
throughout. 

The members of our staff are here, and will assist in answering 
whatever questions you propose. 

Senator Smatuers. Thank you very much, Mr. Floete. 

Mr. Noone. 

Mr. Noone. Mr. Chairman, I have some questions I would like to 
ask relative to the statistics which GSA has supplied to the committee 
as to procurement for calendar year 1955. 
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First, I wonder if GSA could give us comparative statistics for other 
periods so that we could determine whether the small-business man is 
going up or down. 

Mr. Exuiorr. Max Elliott, General Counsel, GSA. 

Actually I believe we have regularly filed our reports with this com- 
mittee, but we can within a day or two assemble a spread sheet which 
will show the statistics runing back to the first year that we compiled 
them, which, as I recall, was 1951. 

Mr. Noone. That would be helpful. 


(The material referred to was subsequently received and is as 
follows :) 
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Mr. Noone. I note also from the statistics that approximately 12 
percent of your procurements, dollar-wise, in 1955 were for purchases 
of $25 or less. That strikes me as being a substantial proportion of 
our total procurement. What would account for such a large num- 

r of actions in that low category ¢ 

Mr. Mack. As a matter of fact, for the type of procurement we 
have, for civilian agencies primarily, there is a lot of small dollar- 
volume procurement, for the reason that there are many field offices 
that are very small. In some of our regions, for example—I am 
thinking particularly of our Denver region, which includes a number 
of States—I believe they gave me a figure of about 400 locations in 
that region having just a few employees or from 1 to 2 to 3 employees. 
So that there are requirements for the kinds of things they carry, 
even though they are scheduled and sent in quarterly and semi- 
annually, which would still be small in dollar amount. That is the 
reason. 

Mr. Froere. I certainly don’t understand it. That is about $10 
apiece on the number of actions, $522,000. Is that right? 

Mr. Mack. That is right. 

Senator Smaruers. Forty-five thousand actions. 

Mr. Froere. And each action probably cost as much as if it was 
$50,000. 

Mr. Weapock. To administer? 

Mr. Forte. Yes. 

Senator Smatuers. What are those, pencils, and things like that? 

Mr. Mack. Well, as a matter of fact, when you analyze the orders— 
and this is one of the real problems we have in Government, to avoid 
these very small claw salis transactions—you find, for example, 
that there is a purchase of some replacement item for a plumbing fix- 
ture of one of the old buildings that is used by Government agencies. 
That may cost $2.50, $3, $4, $6; however, that item is very important, 
because it is used for maintenance and repair, and that is the only 
thing that is actually needed. 

Senator Smaruers. Let me ask you a question right there. Sup- 
pose you went out to get a plumbing fixture which cost $15 for one 
particular piece of plumbing. As a practice of the GSA, would you 
send 1 man out to buy that 1 fixture Just as occasion arises, or do you 
send him out to buy 15 different items of a similar nature? 

Mr. Mack. Well, there are several approaches, Senator. 

Senator Smaruers. Then you list them as separate actions. Actu- 
ally 10 percent of the 45,000 actions would be trips. I think that 
makes it look a little silly. We are trying to help small business, but 
this is so small I wonder whether or not you might be wasting time 
and money. 

Mr. Mack. Asa matter of fact, this matter of handling small trans- 
actions calls for doing a number of things. Now, the first thing we 
have done is this: We have said to the agencies by regulation, “Don’t 
send us any requirement for less than $25 if you can purchase it your- 
self locally more economically.” So, we are trying to discourage 
the agencies from sending orders to us for less than $25. However, 
you have these very practical situations—and there are many of them 
in the Federal Government, as you well know—where you will have, 
for example, a forest ranger who doesn’t have a nearby store to go 
to. He may be 150 miles away from a store where he could buy the 
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things that he wants. So consequently we get the requirement that 
is very small. 

You may have a CAA location where they need a certain main- 
tenance item. And they have to be in good standby position on parts 
and maintenance items constantly. And there you find that it actually 
is cheaper to send that order to us. We have told the agencies, on 
these purchases less than $25, “If you can’t buy it cheaper yourself, 
send it to us.” 

Then when we get it there are a number of things we try to do, 
because there is no one solution. For example, our whole stores pro- 
gram is geared toward the thought of taking care of numerous small 
transactions through buying the consolidated requirements in bulk 
and then distributing them at retail in whatever quantities may be 
needed, so that they are not out making these retail purchases and 
they are getting the benefit of a bulk price. We try to consolidate 
requirements, as you say. 

If they have to buy locally, we have an order book that is similar 
to a grocer’s order book, about the simplest thing you can get, where 
a fellow just fills in the requirement in pencil and signs it. Usually, 
for repetitive orders on very small items that can be bought locally, 
they buy, for example, from 2 or 3 hardware stores, in the manner 
of a regular commercial open account, and, at the end of the month, 
they get one consolidated bill. And they try different means of 
reducing the problem, but it is not an easy one. I can tell you this. 
Over a period of years, by just concentrating on this, the picture 
that was so troublesome a few years back is easier to deal with today. 
And our stores program has helped tremendously to meet this small 
retail requirements problem. 

Senator Smaruers. What do you mean by your stores program? 

Mr. Mack. Well, we have 12 stores—we call them stores. In Gov- 
ernment such operations are usually referred to as warehouses. We 
think of them as stores, because we have that philosophy. We feel 
that the Federal agencies are our customers. We buy for them in 
quantity and pass on the wholesale quantity price to them irrespec- 
tive of the requirements. We have established in 12 locations these 
warehouses which we call stores for the so-called commonly used, 
off-the-shelf, commercial type items, that are repetitively used day 
in and day out by the agencies—detergents, small hand tools, some 
subsistence items for certain areas, and so on. 

In other words, instead of these agencies going out and independ- 
ently buying whatever they need of these things that are bought 
day in and day out, and storing them, and maintaining their own 
warehouses, we maintain a central warehouse and buy in quantity and 
pass on the volume price and administrative savings to them. 

Mr. Noone. I note also from the statistics that small business seems 
to do better under regular programs than they do under the special pro- 
grams. Could you distinguish between the two types of programs? 

Mr. Mack. Well, I can say this: Insofar as our regular programs 
are concerned, they should do better than in the special programs, a 
= on which Mr. Heddleston of Emergency Procurement Service 
will speak, because our items on the so-called regular programs are, for 


the most part, commercial-type, off-the-shelf, day-to-day products 
that the public buys. 
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Mr. Noone. Those are the items that you put in your regular pro- 
grams; is that it? 

Mr. Mack. Yes; that is right. And these other programs are, In 
effect, special commodities, for the most part, which Mr. Heddleston 
may want to speak on just briefly. 

Mr. Noone. What types of items would be included ! 

Mr. Heppieston. The easiest way to understand the difference is to 
realize that the special programs include the national stockpile. Of 
necessity, it requires larger contracts for aluminum, copper, titanium, 
and so forth, none of which are readily available from smal] business. 
That, I think, is the biggest factor that more or less distorts the high 
percentage bought from small business. 

Mr. Weapock. Would the new gear and turbine program fall into 
this special program ? 

Mr. Hepeveston. No, sir. 

Mr. Weavock. How would that be handled ¢ 

Mr. Heppieston. It wouldn’t be in the Emergency Procurement 
Service to my knowledge. 

Mr. Weapock. Would that appear in your regular program ? 

Mr. Exxiorr. Our defense expansion program, under the Defense 
Production Act, stocks only raw materials with the exception of 
machine tools. We have been assigned the administration of the 
machine-tool program. But, other than that, the programs under the 
Defense Production Act, are for fabricated items which have been 
handled by the Department of Defense. 

Mr. Weapock. Our understanding is that ODM has handed the 
procurement responsibility to GSA for some $50 million; is it not, in 
this gear and turbine program ? 

Mr. Exxiortr. I recall that there has been some discussion about. it. 
I am not aware that we have actually gotten the assignment yet. It is 
very conceivable. I don’t know how Mr. Floete would handle it. 

Mr. Weapock. Were this to be the case, Mr. Elliott, how would this 
be reported, as a regular program? 

Mr. Evuiorr. No. That would be reported as a part of our special 
programs. 

r. Heppieston. Another element of the special programs, in 
addition to the stockpile, represents the procurement program for 
the International Cooperation Administration. 

Mr. Exxiorr. I might say, assuming the gear and turbine program 
is assigned to GSA and assuming the administrative work to follow 
the pattern of the machine-tool program—that in that program the 
Department of Defense determined the requirements and then the 
Commerce Department designated the particular manufacturers with 
whom we were to place the orders. 

We did the actual business work of procurement and negotiating the 
terms. However, under that program, the suppliers were all desig- 
nated to us by Commerce. And, I expect the same thing would be 
true under the gear-and-turbine program. 

Mr. Weapock. Had Commerce, at that stage, gone through a com- 
petitive arrangement of any nature with the suppliers, or did they 
merely tell you, “Here is the money, and these are the people you have 
to buy from”? 

Mr. Extiorr. ODM gave us the money. But they said, “Here are 
the people you have to buy them from, and here is what you buy from 
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these people,” and what we were to buy they, in turn, got from the 
Department of Defense. 

Mr. Fiorre. What about the price? 

Mr. Exuiorr. The price, sir, we negotiated a standard price with all 
of them, which was 10 percent off list. Incidentally, that was, as you 
know, a so-called phantom-order program. In other words, we backed 
up the production of the machine-tool makers so that they could get 
into production more quickly in advance of formal orders of the De- 
partment of Defense. We were only to pick up the bill in cases where 
they were unable to see those tools, and that can occur in a small num- 
ber of cases. They occurred mostly in the situations where, between 
the time that the contract was made and the time the tool was pro- 
duced, the tools became obsolete, or the military requirements changed. 
And our price was 10 percent under that, which would be their list 
price for the military, or for any manufacturer, the theory being that 
10 percent was the spread on sales cost that was eliminated under this 
operation. 

Mr. Mack. This chart may make it easier to view the statistics. 

Mr. Wrapock. This machine-tool program, I presume, was handled 
under the special-programs category. 

Mr. Exniorr. Yes; it was. 

Mr. Weapock. When was that, 1954? 

Mr. Exniorr. No. That program was basically 1951 and 1952. 

Mr. Weavock. With the long lead time on machine tools it prob- 
ably didn’t phase out until 1954? 

Mr. Exniorr. That is correct. It hasn’t completely phased out yet, 
but pretty well. 

Mr. Heppteston. It should be noted, I think, that that program and 
the machinery you described took place under an atmosphere of pri- 
orities and allocations. 

Mr. Exu.iorr. That is correct. 

Mr. Heppteston. It strongly influenced the manner in which it was 
done. 

Mr. Weapocr. I would like to refer back to Mr. Floete’s item No. 5 
referring to the general GSA basic policies on page 2 of his presen- 
tation. 

The small-business joint-determination program which you say is 
undergoing progressive development—when was that started, and 
how many people has Small Business Administration assigned to you 
for work in the joint-determination program ? 

And let me ask this so you can answer it all at once. Does GSA 
itself have a unilateral set-aside program similar to that of the Depart- 
ment of Defense? 1 

Mr. Mack. To answer your first question, and then the second, the 
FSS set-aside program was initiated by ourselves, as a joint-deter- 
mination program with Small Business Administration, at the General 
Services Administration New York office on September 1 of last year. 
It was extended to the Washington office the latter part of January 
of this year. And we have two very active buying offices in New York 
and here, so that the program, having been working now for a matter 
of months, has given us pretty good experience for the development 
of regulatory material which 1s now in process. As a matter of fact, 
we did issue tentative instructions pending the further development 
of the detailed instructions for use nationally by our organization. 
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Now, those set-asides are the result of joint determinations. We do 
not have unilateral determinations such as DOD has. 

Mr. Weapock. Do you see any objection to the inauguration of a 
program of that nature due to the difficulty that the Small Business 
Administration has of assigning people to all of your districts, and 
what have you ? 

Mr. Mack. Well, we think that the joint-determination program is 
the direct way of getting at the objective we are shooting for for this 
reason: You see, we are a central supply organization. And we buy 
against requirements of others. And DOD, on the other hand, does 
have firm requirements which they determine themselves in advance. 
They know exactly what they are going to buy. And, of course, they 
buy in great quantity. So they have that latitude in the situation 
as compared to ourselves, which is a very fluctuating situation. But 
we do feel that the approach we are follow ing now is a direct means 
of getting to the assistance of small business through this set-aside 
program. 

Mr. Weapock. Of course, I am sure you realize that in the Depart- 
ment of Defense—the unilateral program grew out of their efforts 
to endeavor to increase their percentage of awards to small business. 
They recognized early the fact that SBA just didn’t have the people to 
assign to all their procurement centers, and, as a consequence, in their 
efforts to bolster their program, they took this upon themselves. And 
I wonder if perhaps this might not occur—after all, despite the 
differences between GSA and the Department of Defense, you do at a 
specific time, the actual procuring, which is essentially the function 
that they perform for their own requirements. So that is where it 
has to be, right at the procuring function level. I am sure that you're 
keeping the statistical data on the effect of this other joint-determina- 
tion program, although it is quite young, we understand. Perhaps 
you will find that maybe the unilateral program would be helpful to 
you. 

Mr. Mack. That certainly is something that ought to be consid- 
ered pretty thoroughly. Right now we are right in the middle of 
this present joint-determination program. And I think out of that 
it may be that we will see what further 

Mr. Weapock. You are developing as you go along statistics and 
programs, and at some later day we can review those. 

Mr. Mack. Exactly. 

Mr. Weapock. Mr. Mack, your percentages, as compared to the 
Department of Defense’s, are quite healthy; in fact, they are very 
impressive as far as small business is concerned. Has any attempt 
been made to determine which of your items are suitable for small 
business? We have to give the DOD full marks for the fact that they 

urchase a lot of things that aren’t suitable for small business, so we 
1ave to take their percentages and compare them to the overall suit- 
ability criteria of what actually could be produced by small business 
and what percent of that figure they are getting. I wonder if you 
have broken down any figures of that nature on the supplies that you 
are purchasing. 

Mr. Mack. There is a generalization which I think bears right on 
the point which you are making, which is that we should make a better 
showing, of course, than DOD, because of the very nature of the things 
we buy. 
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Mr. Weapock. Mr. Floete spoke of that. 

Mr. Mack. As Mr. Floete pointed out, we do feel that, for the 
most part, the kind of things we buy is generally suitable to this kind 
of a program to help small business. We also feel, however, that 
there are things that can be done to extend it. One of those things— 
which doesn’t sound very glamorous, but it really has possibilities, 
and has shown up already—is this program we are working on and 
making pretty good progress with of converting from the rigid 
specifications for these types of products to the kinds of industrial 
standards that apply to the same Kinds of products sold to the public 
generally. 

We started this a couple of years ago, just about 2 years ago, and 
we met with the American Standards Association in New York and 
worked out an arrangement with them whereby they give to us, free 
of charge, the right to excerpt from their commercial standards in- 
formation that we can use to either bring our standards up to date 
or to conform more nearly to commercial standards or adopt the entire 
standard, if that is a solution. 

The same arrangement has been worked out with the American 
Society for Testing Materials, and, as of today, I think we have con- 
verted, either in part or in whole, about 1,200 specifications. That is 
out of a total of about 3,600. And, of course, a specification, as you 
know, covers a number of items. It covers an average of about 200 
items. 

Now, that doesn’t seem particularly significant, but it really is, 
because it means that, when you convert to a commercial standard, 
you are making it possible for more people to compete for that item. 
So it gives us better prices, it gives the supplier better opportunity 
to compete for the business. And, as I say, it doesn’t sound very 
glamorous, but it really is pretty effective. And I think that that 
has helped our percentage. 

Mr. Weapock. To refer back to my other question about the suita- 
bility business, has this been spelled out, this particular factor, Mr. 
Mack? 

Mr. Mack. It hasn’t; no. 

Mr. Weapock. How much trouble do you think it would be? 

Mr. Mack. Well, I think we could do it—we would have to find out 
first which items would fall within the scope and for what period of 
time, and then try to evaluate what has happened since then as com- 
pared to the prior period. We would like to check that a little bit 
before we tell you whether it can be segregated. 

Mr. Weapock. I think it would be very helpful to the committee. 
Admittedly, we are most impressed by your statistics and your record. 
But I think a more realistic view would be: Exactly what is going to 
small business compared to what the suitability factor is. If you have 
9714 percent of your products suitable, then, perhaps, a comparative 
— with DOD wouldn’t make them look so bad and you look so 
well. 

Mr. Mack. That is right. We would sure be glad to do that. 

Mr. Weapockr. All right, sir. 

(The information requested was subsequently received, and fol- 
iows:) 
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GENERAL SERVICES ADMINISTRATION, 
Washington 25, D. C., June 18, 1956 
Re suitability of GSA procurement for small business. 
Hon. George A. SMATHERS, 
Chairman, Subcommittee on Government Procurement of the Select Com 
mittee on Small Business, United States Senate, Washington, D. C. 

DEAR Mr. CHAIRMAN: As requested during the hearings of your subcommittee 
on March 28, 1956, an analysis has been made of items procured by GSA to 
determine their suitability for production by small business concerns. Based 
on a study of the fiscal year 1955 programs, the overall suitability factor for 
GSA procurement is estimated at 65.5 percent of the total dollar volume. 

As previously indicated informally to a staff member of your subcommittee, 
a precise detailed breakdown of the suitability factor applicable to GSA pro 
curement is not possible without a costly and time-consuming survey of historical 
records of individual procurement transactions. Accordingly, we have reviewed 
GSA procurement by commodity groups to determine the applicable suitability 
factor. 

For example, in analyzing the common-use items of personal property pro- 
cured from commercial sources by the Federal Supply Service, it was learned 
that with the exception of motor vehicles approximately 90 percent of the total 
dollar volume could be produced by small business concerns. After deducting 
the value of procurements of motor vehicles and purchases from mandatory 
sources such as Federal Prison Industries, Government Printing Office, and Na- 
tional Industries for the Blind, the suitability factor for all Federal Supply 
Service transactions is 75.7 percent. 

Similarly, a review of the Public Buildings Service programs involving con- 
struction, repair, renovation, improvement, and maintenance of public buildings 
reveals a high suitability factor. It is estimated that 90 percent of the dollar 
volume of these programs is suitable for small business concerns. 

Procurements of strategic and critical materials for the national stockpile as 
well as procurements for various foreign-aid programs include many items for 
which there are no known small business sources. Our analysis of these pro- 
grams shows that 55 percent could be produced by small business concerns. 

It is hoped that this information will assist your subcommittee. If anything 
further is desired, I will be glad to comply with your request. 

Sincerely yours, 
FRANKLIN G. FLOETE, Administrator. 


Senator Smatuers. Mr. Noone. 

Mr. Neowr. I nots from your statistics that small business seems to 
do better on negstix\ed procurements for General Services Admin- 
istration than they d\; on advertised procurements. That is contrary 
to the experience of the DOD, based on data they have made available 
to the committee. Can you account for that fact in GSA procure- 
ment? Is it simply because so many of your items are common-use 
items ? 

Mr. Mack. I think the explanation would be primarily with the 
special programs. Would you mind answering that, Mr. Heddleston ? 

Mr. Exuiorr. Let me interject. I think there is a little semantic 
confusion in the distinction between negotiated contracts and adver- 
tised contracts. Actually, we really have three types: One, the pub- 
licly advertised, sealed, competitive-bid type. Then, the next class is 
those which are not advertised but are not truly negotiated, either. 
We get competitive bids, but for one reason or another have dispensed 
with advertising. We get competitive bids, for instance, in connec- 
tion with the stockpile contracts, but don’t publicly advertise them 
for security reasons. 

Mr. Noone. Do you count those as negotiated procurements? 

Mr. Exuiorr. Those are counted as negotiated procurements. Then, 
on the Federal Supply side, they have various emergency orders where 
there isn’t time for a 30- or 60-day advertising, but they will send out 
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a number of invitations to individual suppliers. So, there is a very 
large percentage of those that statistically are considered negotiated. 

Mr. Hepptestron. Their dollar volume isn’t large, you see, but this 
has an influence on the percentage data. 

Mr. Weapock. All of your FOA purchases are permitted to be 
negotiated also; are they not ! 

Mr. Heppiestron. Yes, sir. 

Mr. Exxiorr. They are permitted to be. 

Mr. Heppieston. They are permitted under the law, but volun- 
tarily we put a great many of them out for bids. 

Mr. Weapock. You handle the foreign purchases for FOA also; 
the bids, for instance, for worldwide sources? 

Mr. Heppieston. Yes; we do. 

Mr. Weapock. Would those bids be returned back here to the 
United States for consideration, or are they returned to foreign 
offices ? 

Mr. Heppieston. We have an office in London and one in Tokyo. 
But there is no hard-and-fast rule on where the award is finally de- 
termined. Some of them are sent back here for final determination, 
and some are made there. 

Mr. Wrapock. And the statistics reflecting the FOA program would 
be shown under your special programs? 

Mr. Heppteston. That is right. 

Mr. Noonr. Do you also maintain supply centers overseas? 

Mr. Heppieston. No, sir. There are 2 small contracting offices 
of about 20 to 24 people each, 1 in London and 1 in Tokyo. 

Mr. Noone. This committee has been interested for several years 
in the single-service procurement program. We know that GSA 
has a leading part in that program. Could you tell us generally the 
status of the program to establish single-service procurements ? 

Mr. Mack. Yes. We have been working with the Department of 
Defense on this matter of purchase assignments to GSA for certain 
common-use items that are used generally by the Government agencies 
on the civilian side. And, thus far, they have made three purchase 
assignments—which, of course, they refer to as_ single-service 
assignments. 

Now, those three are: First, office machines; second, furniture; and, 
third, office supplies. 

The assignment for office supplies is one that is handled primarily 
at the New York office. And that is the assignment in connection 
with which we initiated the set-aside joint-determination program. 

The office machines are purchased very largely by term contract, 
because of the nature of the assignment. And, of course, any ab- 
normal quantities outside the ceilings in the contract are purchased by 
definite quantity procedure. And furniture is definite-quantity pur- 
chasing, for the most part, but also term contracting. That is bought 
here in Washington. 

Mr. Noone. Where are office machines bought ? 

Mr. Mack. The term contracts are made here in Washington under 
the supervision of Mr. Dunkle, who is the Acting Director of the Na- 
tional Buying Division. 

Mr. Noone. Does GSA, then, buy for all agencies of the Govern- 
ment, civilian and military, on those three items? 
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Mr. Mack. That is right. With those assignments by the military 
we are now handling both civilian and military requirements within 
the scope of those assignments. 

Mr. Noone. Could you estimate how much of your total procure- 
ment is involved in the single-service procurements on these three 
items? 

Mr. Mack. It would be on office supplies—I am now giving you an 
estimate—but I think it would be about $12 million. And, on the 
furniture, I imagine that it would be a lesser figure, because they 
were already buying good quantities of furniture from us. So the 
additional amount wasn’t too much, probably 5 or 6 million. And 
then, the office machines would be a very difficult one to estimate, be- 
cause they were voluntarily using our contracts for office machines. 
And we haven’t yet reflected the full volume from that. That prob- 
ably would be—it could be around $10 million, or so, when we feel 
the full impact of this. 

Mr. Noone. Just adding those estimates, that would come to about 
$28 million, which would account for roughly, 25 percent of your 
total purchases; wouldn’t it? 

Mr. Mack. Well, this question gets into two programs. Some of 
that purchasing would be under part of those three assignments. 
Pore the office-machines assignment would be handled for the 
most part by term contracts, which is outside these figures. We make 
the contracts but the agencies buy, and then they report the volume 
placed with small business, and so forth. 

Mr. Noone. Those dollar statistics are not included in this table 
which we have? 

Mr. Mack. Not the entire amounts. 

Mr. Noone. I see. 

Mr. Fiorte. May I ask for information here? 

Senator Smatuers. Yes, sir. 

Mr. Frioere. To what other fields are you contemplating extending 
this type of purchasing ? 

Mr. Mack. Well, we feel that an assignment for paper and paper 
products would be very logical, because those are the kinds of items 
that are used by all agencies of Government. We think that house- 
hold furniture, which, for example, is used by many agencies of 
Government would be a proper assignment. While the military do 
use our contracts to some extent, we still don’t have what would amount 
to a purchase assignment. Those are the two outstanding ones [ 
think of right now. 

Mr. Fiorre. What do you mean, household furniture? 

Mr. Mack. Furniture for quarters for the military. We make term 
contracts for household and quarters of furniture. For example, the 
furniture and finishings are for the nurses homes and for Indian 
Service facilities where they use that type—where they use furniture— 
and, of course, the big volume is with the military for military 
quarters. 

Mr. Noone. Do you buy for both domestic and overseas use by the 
other agencies? For example, do you buy furniture for the State 
Department for furnishing our Embassies overseas? 

Mr. Mack. Yes. As a matter of of fact, we take care of the State 
Department’s overseas requirements at the Embassies for the kind 
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of things we handle generally. And that involves some pretty small 
requirements, incidentally, in some of the locations. But that is what 
they need, that is what they want. And of course we can’t send them 
anything else. 

Mr. Noonr. Would those items be shipped from the United States 
to overseas posts ? 

Mr. Mack. That is right. And for the most part those are handled 
for export shipment out of our New York location. 

And then we also handle overseas requirements for the Trust Terri- 
tory, some of the Pacific area—Alaska, Native Service, and, of course, 
Puerto Rico, the Virgin Islands, and such as that. 

Mr. Weapock. Mr. Mack, in your total figures are any transporta- 
tion costs reflected? I don’t mean from the plant to where you want 
it delivered, but I mean overseas transportation, ocean and freight? 

Mr. Mack. No, sir. 

Mr. Weavockx. And the FOA program—would transportation be 
included in those figures ? 

Mr. Heppteston. I don’t believe so. 

Mr. Noone. Since so much of the procurement in the Defense De- 
partment is not suitable for small business, they have placed a great 
deal of emphasis on the subcontracting program, encouraging prime 
contractors to subcontract to small business. Does GSA have a 
similar program ? 

Mr. Mack. During the war years when we had special programs, 
of course, we emphasized subcontracting, because there was an oppor- 
tunity for it. Today, with regular procurement, we are buying for 
the most part off-the-shelf items, or equipment—fabricated goods. So 
that it doesn’t lend itself to subcontracting—which I think with the 
military would be a pretty big opportunity. 

Mr. Noone. Yes, it is. What are the policies and procedures of 
General Services Administration relative to qualified-products lists? 

Mr. Mack. Well, we have some qualified-products lists. We don’t 
have many; as I mentioned before, we have 3,600 Federal specifica- 
tions—Federal specifications apply to common-use items, commercial- 
type items, as opposed to military specs produced by the military, and 
departmental specs for special items produced by other agencies. So, 
on those specs, of which we produce about 3,600, we have 54 or 56 
that we have qualified-products lists related to the specification. And 
those are for the most part on items where it seemed to be the thing 
to do, because, when you set up a qualified-products list and you 
qualify the list, then you have reasonable assurance that the bidder 
who is quoting will give you a product that meets specifications, at 
least he has already passed. So there are some 54 or 56. 

Mr. Noone. Could you furnish the committee a list of those items? 

Mr. Mack. Yes, sir; I would be glad to. I have it right here. I 
will leave it with you. 

(The material referred to is as follows :) 
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FENERAL SERVICES ADMINISTRATION 


Federal qualified products lists 


Procurement group F—Boilers, engines, and tanks: Developed by 
QPL-F-F-351-—1—Filters and filter elements; lubricating oil in- 
ternal combustion engines___._.---_--.---_----- ceacbailel a aiaink se 


Procurement group O—Chemicals: 


: QPL—O-D-406-8— Disinfectant, germicide, and fungicide_______ Navy 

| QPL-O-E-00771-2—Ethylene glycol, inhibited__..........__... GSA 
QPL-O-F-499-5—F lux, low melting point silver alloy brasing- _. Navy 
QPL-O-I-501-—7—Inhibitors, pickling-_........._..__-.-.---__- Navy 

Procurement group P—Cleaning and polishing materials: 

QPL-P-C-111-5—Carbon-removing compound_____-_--..--_--- Navy 
QPL-—P-C—_436-2—Cleaning compound, alkali-type____.__._.__.___._. Army-Ord 
QPL-P-D-—425—-10—Dishwashing compound, machine_______._._.. Navy 
QPL-—P-R-191—1—Remover, paint (alkali-type)_._._.____________. Army-Ord 
QPL-—P-R-791-3—Rust-removing compound______-_____..._._.._ Navy 


QPL-—P-S—00751-1—Steam-cleaning compound____---_-____---- Army-Ord 
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QPL-P-W-155-2—-Wax, floor, water-emulsion, slip resistant_._._. GSA 
Procurement group W—Electric apparatus: 
QPL-—-W-B-101-1-Am-1—Batteries and cells; dry__..-.------. GSA 
QPL-W-F-95-1—F an, circulating, radial discharge__._._._...._._. GSA 
QPL-W-F-97-3—F ans, circulating, column___.__-_----__---_~-. GSA 
QPL-W-F-101b—2—F ans, electric; bracket and desk types, rigid 
a intel GSA 
OPL-W—r-—coc-)—_5 1us8, spark................................ GSA 
QPL-W-S-755-3—Starter, fluorescent lamp_____-__--__-___-_- GSA 


QPL-W-T-61-—2—Tape, recording, magnetic coated and reels; re- 


CIEE CS 2 DORR TOs os Se he sc sn. Navy 
QPL-—W-B-0030-1—Ballast, fluorescent lamp___._._--___-_---_- GSA 
Procurement group FF—Hardware: 
QPL-—FF-B-00171-1—Bearing, ball, annular_________-_------__~_- GSA 
QPL-FF-B-—00185-2—Bearings, roller, cylindrical; and bearings, 
IO as Ss cnlnnten Navy 


Procurement group GG—Instruments: 
QPL-GG-P-00671-3—Projector, still picture, slide and strip film. Navy 
QPL-GG-P-661-1—Projectors, still picture, overhead; attach- 


ments and accessories..................... Navy 
Procurement group OO—Machinery : 
: QPL-00—-D-691-2—Drills, pneumatic, portable__.-_____-__----~- Navy 
QPL-—00-P-801-2—Punches and dies, metalworking machines_._._ Navy 
QPL-00-G-669-1—-Grinders, pneumatic, portable__._____-_____ Navy 
QPL-—00-H-00116—Hammers, pneumatic, chipping and scaling 


i ceed th aii walda daaaniatineaen Navy 
QPL-—OO-R-421-1—Riveters, pneumatic, jam and hammer, etc__. Navy 
QPL-00-W-891-2—Wrenches, pneumatic, impact and nut, ete__. Navy 

Procurement group TT—Paints, pigments, varnishes, and products: 
QPL-TT-C-520-2—Coating, underbody (for motor vehicles)... Army-Ord 


QPL-TT-E-00485b-1—Enamel; semigloss, rust-inhibiting_._.... Army-Ord 
; QPL—-TT-E-489-4—Enamel, gloss, synthetic____._.______- awibcaisiiet Army-Ord 
} QPL-TT-E-527-1—Enamel, synthetic, lusterless________________Army-Ord 
; QPL-TT-E-—529-1—Enamel, synthetic, semigloss_______- _.. Army-Ord 
4 QPL-TT-P-636b—1—Primer coating, synthetic, wood and ferrous 

ARR Lh a ee Army-Ord 


QPL—TT—P-664-1—Primer, coating, synthetic, rust-inhibiting, 
I ecclesia Army-Ord 
Procurement group VV—Petroleum and products: 
QPL-VV-F-451-1— Fluid, hydraulic brake__________-__- _..... Army-Ord 
QPL-VV-L-825-1—Lubricating oil, refrigerant compressor_____. Navy 
QPL-VV-M-561-1—-Gasoline, automotive/motor fuel M GSA 
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Federal qualified products lists—Continued 


Procurement group GGG—Tools: Developed by— 

QPL-GGG-B-421-6—Blades, bandsaw—wood cutting, metal cut- 

ting, and meat cutting.........-....-..~....-. 4... Navy 
QPL-GGG-B-451-3-Am-1—Blades, hacksaw, hand and power__ Navy 
QPL-GGG-C-7554—Cutters, milling-....__-------------------- Navy 
QPL-GGG-D-296-3—Dies, screw and bolt threading; dies, bolt 

soreeiins 200 Gites... Navy 
QPL-GGG-D-00751-7—Drills, twist ..........-.-.--.-.....- .- Navy 
QPL-GGG-D-00777-2—Driver-fastener tool, power actuated_._... Navy 


QPL-GGG-F-00325-1— Files, hand, American pattern; and rasps. Navy 
QPL-GGG-G-00513-5—Goggles, industrial, eyecup; and lens, 


onienimnie Coomiies pene ee a ee Navy 
QPL-GGG-H-142-—5—Helmet, construction worker’s_-_---------- Navy 
QPL-GGG-H-211-3—Helmet, welders’, and shield, welding, hand 

ON le tans tens eh, Sitinactnidc et Mh Nee AA sce atest th abaceetitines sh ti ecisidha sponge Navy 
QPL-GGG-R-00180-1—Reamers: hand, machine, and_ shell; 

arbors, shell reamer; and pilots, adjustable hand reamer___--- Navy 
QPL-GGG-T-71-—5—Taps, threading, hand, commercial and preci- 

sion ground: tap wrenches and standard threading sets_____--- Navy 
QPL-GGG-T-58i-38—Taps, dies, diestocks, and threading set; 

OUND SEIN CRRINGL,, IIE fh el Adi hn ert ssetestnreie tw beens ntinininer ee Navy 





Procurement group PPP—Packaging and packing: 
QPL—PPP-T-—0060-2—Taps, pressure sensitive adhesive, for pack- 
I NN a aciahcacicatined en iniesiicenindtadntalbuciicedacntanDiaini tesla ei eattaemainigle Navy 

Mr. Noone. What does the small-business man have to do to get 
on a qualified-products list ? 

Mr. Mack. That is one place where a small-business man—at least 
those we have talked with about qualified-products lists—because it 
is a new term or a new name, they come in and say, “What is this all 
about?” And we explain it. Then they usually feel fairly assured 
about it, because once they qualify they are on equal status with any- 
one else, of course, who can qualify. 

Mr. Noone. What must they do to qualify? Must they supply an 
item, a sample of their product? 

Mr. Mack. They must supply an item to be tested. 

Mr. Noone. And you test it. What would be the normal timetable? 
Let’s say I am a small-business man and I have a product which I 
think ought to qualify—take an item like a pencil sharpener, for 
example. How long would it take you to process that item through 
your standards tests and put me on your qualified-products list ? 

Mr. Mack. Well, an item such as that really wouldn’t take much 
time. Probably 30 days from the time the sample is sent out to be 
tested and back. The items that call for testing usually do take longer 
time than that, though. For example, wax—now, that sounds like 
a simple item, but you know the Federal Government buys a lot of 
floor-surfacing products. And the test on wax you might feel is just 
a chemical analysis and a few physical qualifications. But actually 
they have to put it on the floor, they have to see how it wears, and 
they have to do certain other things to make sure the test stands up. 
And a test like that takes, I guess, about 90 days. 

Mr. Noone. Normally, then, you would expect that a small-business 
man who is not already qualified would miss at least one procurement 
on a qualified-products item. 

Mr. Mack. That is true. 

Mr. Noone. But, thereafter, being on the list, he would be invited 
to bid on future procurements for that item ? 
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_Mr. Mack. If it involves procurement on a quarterly basis; yes, 
sir. 

Mr. Weavock. Mr. Mack, does GSA determine that an item will be 
QPL’ed, or does it come to you in this fashion from Defense or some 
other agency ? 

Mr. Mack. Well, as a matter of fact, on these 56 specifications that 

have QPL’s related, I think that most of them were developed by the 
military services. And the determination as to what shall be or shall 
not be covered by the qualified-products list could be either ours or 
any other agency’s, or DOD's, depending on experience that anyone 
has indicating that we should consider the product for qualified prod- 
ucts list. So, any agency can make the request. 

Mr. Weapock. In other words, it doesn’t come to you mand: atorily ? 

Mr. Mack. No. As a matter of fact, we make the determination 
so far as Federal specifications are concerned. 

Mr. Weapvock. Now at the time that you determine that, yes; you 
will go along with this request—or pe ‘rhaps you may initiate this 
action yourself say it is some sort of a lubricant that you know is 
going to be required and should be tested to make sure it is going to 
stand up—at that time, when you initially determine that this thing 
will be placed on a QPL, then do you advertise that you are doing so; 
do you let the small-business man know that? Or, do you come out 
with the bids, and then, of course, there is only a relatively short time 
remaining until he is supposed to come back in with his bid—do you 
let him know ahead of time that you are going to put this item on the 
QPL so that he can qualify, so that he may become aware of this 
and say, “It looks like an item that is in my general supply line. J 
would like to get on this QPL before they start purchasing under it” 

Mr. Mack. You have a good point there. This is what is aoe 
When they come up with a “QPL that is quite a change to those that 
do business with us—and frequently there is a news ‘Telease put out 
on it. For the most part, however, it has already been taken up with 
the suppliers to ask if they want to be qualified, ‘because we are inter- 
ested in having as many qualified as possible, you see. So we canvass 
the suppliers and ask them. And then they come in, and they either 
do or they don’t. They may say, “Well, my product is too good for 
the quality you use,” or, “We make a very cheap quality; we are not 
interested.” But there is an opportunity, because they are brought 
into the picture as this thing is being developed. 

Mr. Weapock. I see. 

Mr. Fuioete. Do you have any suggestion how it might be im- 
proved ? 

Mr. Weapock. Mr. Floete, the reason we raised the question is that 
we have had difficulty in several cases, a number of cases as a matter 
of fact, on QPL requirements. Suppliers would endeavor to qualify 
their products, but generally they would first learn of it when a bid 

came out, and, of course, recently they have made several changes in 
the Armed Services Procurement Act on that specific subject, just 
in the last 6 months. Heretofore, if an item did come out on a bid 
that was specified as QPL, if there was an intervening period, a sup- 
lier could rush in and try to get his product tested. Now, that door 
ias been closed. Before you submit your bid you have to have pre- 
viously qualified your product. Now, what we evolved from this 
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experience was that, when the Department of Defense or any of its 
services determine that a new item will be placed on a QPL, the 
should advertise widely that this process is in the making to give all 
the suppliers an opportunity to get in and qualify before any bids 
or invitations are issued, because, the way the regulation is now, after 
the invitation is issued they aren’t permitted to qualify. So it was 
strictly an advertising proposition. I just wondered if, when you 
people do so, perhaps you could send this out to your 10 different 
divisions on a bulletin-type approach or through the news releases, 
as you stated, Mr. Mack. 

Mr. Mack. And direct contact with the supplier, because really it 
is in our interest. 

Mr. Weapock. Now, that direct contact with the suppliers, maybe 
you have 15 — of a certain type lube, and, of course, there 
might be a total of 45 in the country, so you do get a segment of it 

rranted, and perhaps you get an experienced segment that has done 
Casineti with you satisfactorily before. But the committee doesn’t 
like to continually fall back on an oe 
to get as many people on that list as possible 

Mr. Mack. I think you are right. I think you need all three ap- 
proaches—that is, the news release and the others. 

Mr. Weapock. The other suppliers plus the ones contacted through 
your divisions? 

Mr. Mack. That is it. 

Mr. Noone. I think also that it would be helpful if General Serv- 
ices Administration would caution small-business men in their general 
announcements about Government procurement that there is such a 
thing as a qualified-products list, and what items are on it—the 
pamphlets that you put out, for example, on selling to the Govern- 
ment. I am not certain at this point whether they refer specifically 
to qualified-products lists, but P think. whenever you talk to smail 
business about doing business with GSA, a word of caution about 
certain items requiring prior approval should be included. 

Mr. Weapock. Why not insert a little paragraph in a certain issue 
of the Synopsis that isn’t too bulky, one particular issue, and make 
some comment about your QPL items just to advise the people that 
there are QPL’s covering those items, and at such times as any bids 
or pe will be made under those items the suppliers would have 
to have qualified previously, and perhaps now is the time to qualify 
before a requirement arises. Maybe you could take up 2 or 3 inches 
on this on one of the Synopsis sheets. 

Mr. Mack. I think that those suggestions are good, because no 
matter whether you canvass every supplier on your list you may still 
have only a small part of the total on certain commodities, and they 
may not read it, or it may not cover them in some other way. So, I 
think that every means is important. If they don’t know about it 
until the invitation is issued they really are out of it. We'll check 
that carefully. 

Mr. Weapock. Do you utilize such things as the Department of 
Defense’s revolving-bid list? They have certain requirements whereby 
they have so many suppliers for a given item that it is impractical to 
send out invitations to bid to all of those suppliers. They would have, 
say, some machined part on which they might have 450 people on a 
bid list. They have found it impractical to send out 450 invitations. 
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So what they have done, they have, maybe, cut it off at different levels, 
and on one procurement they would send out a hundred, the next 
time they would drop down the list to the next hundred. We have 
had some indications that certain people object tothis. I just wondered 
what your experience has been with that, if you have such a system. 

Mr. Mack. We don’t have that sort of system. As a matter of 
fact, what we do is try to treat procurement on the basis of a com 
petitive listing for each item instead of breaking down the list—now, 
asa matter of fact, we try to dothis. It may be moving in the wrong 
direction a little bit. But with us it seems to work all right. For 
example, when we issue an invitation we send a copy of our invitation 
to each 1 of our 10 regional offices. And of course it goes through 
the common synopses. The regional offices are supposed to publish 
that, so any suppliers who keep in touch with our offices that don’t 
know about it and they write in and want to bid on it will be able to. 
So, actually, we would pick up more supplies in that fashion. Frank 
ly, I don’t know how it would work to try to break down the list 
and rotate it. It may be that they have certain items where there 
are a terrific number of suppliers and it would be impractical to get 
allofthem. I would be glad to get- 

Mr. Weapock. Don’t misunderstand me; we are not suggesting 
this; we are merely stating that this has been an answer that we have 
received from the Department of Defense on occasion, and we were 
curious to know perhaps if you had a similar experience and what 
you had done if you had. 

Mr. Mack. We haven't had that experience. 

Mr. Weapock. I don’t think the chairman of the committee has 
resolved it one way or the other or come to any definite conclusion 
on it. 

Mr. Mack. There is this point, that on some of these informal bids 
locally where they get quotations there is some rotation on certain 
types of commodities that are bought locally. 

Mr. Weapock. You just go out in the town ? 

Mr. Mack. Yes, sir. 

Mr. Noone. But those would be regarded as negotiated procure- 
ments? 

Mr. Mack. That is right. 

Mr. Noone. I take it from everything you have said on advertised 
procurements that you canvass the w hole list of bidders ? 

Mr. Mack. That is right. 

Mr. Noone. I would like to ask about your policies on progress 
payments and the extent to which you use them on procurement. 

Mr. Exxiorr. On procurement or on construction ¢ 

Mr. Noone. Both. 

Mr. Exxiorr. Mr. Mack can answer on procurement, and Mr. Otis 
Poss, from our Public Buildings Service, can tell you about construc- 
tion. 

Mr. Mack. Insofar as the supplies are concerned we don’t have 
progress papers; again, because of the type of procurement we do, 
we are buying off-the-shelf items. I think the story is a little dif- 
ferent on the Public Buildings Service. 

Mr. Exuiorr. Yes. But 1 think this point should be made, that by 
and large our contracts have staggered deliveries. In other words, if 
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we make a contract for 100,000 widgets, we don’t wait until the end 
and then have 1 single delivery day; it is usually scheduled, say, 10,000 
a month, or something of that sort, and we pay as delivered. So that 
while they are not particularly progress payments, they are partial 
payments and serve the same purpose; that is, they help the contractor 
to finance his contract so that he doesn’t have to wait until the very 
end to get all his money back. He gets it progressively as he goes 
along. In this way, partial payments do serve that same effect of 
ameliorating the financial load on the small-business man. :; 

Mr. Noone. In other words, you do pay for the delivery of a portion 
of the items as they are delivered ? 

Mr. Exuiorr. That is correct. 

Mr. Weapocx. Would Mr. Heddleston run into that difficulty with 
come of the large, maybe long-lead-type items that he would handle for 
the FOA? Have you ever been called upon to introduce the pro- 
gress-payment clause in any of the FOA contracts? 

Mr. Heppteston. No. It is pretty much as Mr. Elliott describes. 
We pay as we proceed through letters of credit, prompt provisional 
payments, partial payments, and so forth. 

Mr. Extiorr. This is Mr. Poss, of our Public Buildings Service, who 
will tell you about that. 

Mr. Poss. We make progress payments monthly on work and ma- 
terials satisfactorily in place in contracts over $2,000. 

Mr. Noone. On construction ? 

Mr. Poss. That is right. 

Mr. Noone. That is, on the construction of a building for Govern- 
ment use ¢ 

Mr. Poss. That is correct; 10 percent of payment is retained until 
final settlement. When the contract is over a half million dollars, we 
pay for material delivered on the job; that is, to be incorporated in the 
structure at a later date. 

Mr. Noone. Just materials, or material and the labor? 

Mr. Poss.: Just material, sir. 

Mr. Weapock. Do you require performance bonds on your con- 
struction jobs? 


Mr. Poss. Yes, sir; 50-percent performance bonds and 50-percent 
payment. 


Mr. Weapock. The payment bond is to insure the payment of the 
prime’s subcontractors ? 

Mr. Poss. That is correct. 

‘Mr. Weapock. This is in all of your construction contracts ? 

Mr. Poss. Yes. 

Mr. Exxiorr. It is required by the Miller Act. 

Mr. Noonr. Now, when you gentlemen were before the committee 
a year ago there was a question relative to the validity of certain types 
of contracts used by the General Services Administration, particu- 
larly multiple-award and open-end contracts. We have since learned 
that negotiations are underway by General Services Administration 
to meet some of the objections raised by the General Accounting Office 
on those contracts. Could you advise us what has been done and the 
status of your efforts? 


Mr. Extiorr. Well, I am sure you are aware that the General Ac- 
counting Office has come out with its final decision on it. 
Mr. Noone. Yes. 
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Mr. Exxiorr. And Mr. Mack can pick up from there and tell you 
what we are doing to put that decision into effect. 

Mr. Mack. Yes. This matter has to do with the so-called multiple- 
award contracts where awards are made to more than one supplier 
for the same general type of item-—office machines would be an 
illustration. There are two types of multiple-award contracts. One 
is the mandatory multiple-award contract, and the other is the op- 
tional. In other words, mandatory for use by the agencies; the other 
is optional for use by the agencies. 

Now, insofar as the mandatory multiple-award contracts are con- 
cerned, the General Accounting Office has said in substance that if 
the contract was clear that the item covered by the contract, or each 
item covered by the contract—that the contract was the sole source of 
supply for that particular item—that it would meet the point that 
they had raised some time ago. That is about a year ago. 

Mr. Noonr. In other words, it would be a valid, enforcible contract ? 

Mr. Mack. That is right. So we are requiring that that be done. 
When a supplier bids, we are requiring that they bid very specifically 
that this is their product—and spell out the name, item No. so-and- 
so—so there is no question whatever about it. And as to the other 
type of contract 

Mr. Noone. Before you leave that, Mr. Mack, do you also make it 
mandatory on the agencies, then, to purchase that item when they have 
a requirement; purchase it through your contractor ? 

Mr. Mack. Yes, and there is a requirement, referred to in the con- 
tract, in the schedule on all of these contracts for each category that 
is distributed to the agencies for ordering purposes, that they must 
order the lowest priced item meeting that need, or justify getting a 
higher priced item within the same general category. 

For example, if an agency needs a computing machine of a certain 
type, our contracts would have various types of computing machines— 
6-bank, 7-bank, 8-bank, and so forth—and maybe different types doing 
about the same job. So they would have to order the most reasonably 
priced that would do the job they have to do, or justify placing an 
audit for a higher amount, which would be subject to GAO order. 
That is now in the schedule that goes to the agencies. 

Mr. Noone. I take it, then, that one multiple-award mandatory con- 
tract might include the products of a number of manufacturers. Is 
that correct? 

Mr. Mack. That is right. 

Mr. Exxiorr. One multiple-award schedule would include the items 
of a number of different manufacturers, but each separate contractor 
would have a separate contract. So, in answer to your previous ques- 
tion, the contract with Remington Rand, for instance, would be for 
Remington Rand adding machines, and it is mandatory on the agency, 
if we have a requirement for a Remington Rand adding machine, that 
they must buy that item through that contract. 

Mr. Macx. That is what I was speaking about; an office-machine 
schedule where there may be 10 contracts with various manufacturers 
that produce and distribute comptometers, and each one, of course, 
does vary a little bit and does a different job and suits specific needs 
of an agency better than another, and, in another instance, another 
type of machine would be better suited. 

r. FLorre. How many such contracts do you have? 
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Mr. Mack. The number of multiple-award contracts totals about 
1,100. 

Mr. Frorre. Do any of them actually fall into the small-business 

category ¢ : ; 

Mr. Mack. In a number of transactions the -y do—I think, as a mat- 
ter of fact, in a number of transactions the percentage going to small 
business would be pretty high. 

Mr. Fiorre. It would? 

Mr. Mack. It would. On some of these multiple-award contracts, 
though, like tires and tubes, the dollar volume—of course, we have 
all the manufacturers on our multiple-award contracts for tires and 
tubes, because of the need for distribution—the contracts there would 
be few, but the dollar volume would be high. 

Mr. Exuiorr. Mr. Floete, in addition to product contracts we also 
have some service contracts such as typewriter repairs on multiple 
award, where, in a given area, we will let a number of contracts for 
servicing, because no one guy can take up the whole load. And there 
you will get a substantial representation of small business. 

Mr. Mack. On that point, the repair of typewriters, we have what 
are known as regional term contracts for the repair of typewriters. 
And they are set up to try to cover different areas of a region—our 
regions each cover several States—and I would think that the total 
number of contracts for typewriter repair made by our regional offices 
would be a pretty good number; perhaps a hundred or so, maybe more. 

Do you have an ‘idea, Mr. Dunkle ? 

Mr. Dunk ir. We have numerous contracts in each of our regions 
for typewriter repair. Iam sure it would be that figure or probably 
more. 

Mr. Noone. Would those repair contracts be with the manufacturer 
or one of his affiliates ¢ 

Mr. Mack. They would be with the independents. 

Mr. Noonr. They would be with the independents ? 

Mr. Mack. Absolutely. 

Mr. Noone. Were you going to speak also about the optional con- 
tracts? 

Mr. Mack. Yes. The optional multiple-award contracts are again 
the same type, one distinction being that they are optional for use. 
Now, the General Accounting Office has in their decision said, in sub- 
stance, that those contracts are, in effect, continuing offers; they are not 
{firm contracts. But they serve a very useful purpose in taking care of 
most of the requirements under those contracts, which would be in 
the so-called negotiated level. The Federal agencies generally, other 
than DOD, GSA, and a few others, have a standard $500 floor below 
which they can negotiate. Consequently, the General Accounting 
Office says it is perfectly proper for the agency to continue to use our 
optional contracts for requirements below $500 and they made 2 
specific suggestions, because of the practical situation involved. One 
is for spare parts, which is a pretty active type of contract, and the 
other is for repairs of the type we talked about. 

So those contracts are still used for below $500, or for these 2 excep- 
tions even though they may exceed $500. 

Mr. Noone. But in all situations are you converting to mandatory ? 

Mr. Mack. For the other situations—we are now screening each 
schedule, as a matter of fact, to decide what we should do about those 
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items, whether we show that really mandatory or whether it should 
be bought through some other process of supply, or what should be 
done. In many cases I feel sure we are going to find that the require- 
ments are for the most part within that small dollar volume. 

Mr. Noone. Mr. Chairman, I have no other questions, 

Mr. Weapock. I would like to ask Mr. Elliott, Mr. Chairman, this 
question. 

Under the Federal Property and Administrative Services Act you 
have 14 exceptions, as we understand from last year’s testimony, pet 
mitting you to negotiate. 

Mr. Exuiorr. That is right. 

Mr. Weapock. Is the first of those exceptions similar to the Armed 
Services Procurement Act by direction of the President in a pel iod of 
emergency ¢ 

Mr. Exiiorr. Ina period of emergency, yes. 

Mr. Weapock. Were there to be ame ndn ents to the law as has been 
introduced in the House, amendments to the Armed Services Procure 
ment Act; how would this affect, in your personal opinion, the nego 
tiation factor of your procurement purchasing ? 

Mr. Exuiorr. So far as our current programs under current con 
sideration are concerned, it would have no appreciable effect what 
ever, because we do not use that exception. 

Mr. Weapock. You do not use the first exception ¢ 

Mr. Exuiorr. That is correct. I am not pret nding to say what 
would occur if we had another real emergency or wartime situation. 
But as far as our present operations are concerned, we are not using it. 

Mr. Weapock. You are endeavoring to refine hoes xception as much 
as vou can and place it under one of the other exceptions ! 

Mr. Exuiorr. That is right. I believe the only case we have had in 
the last several years to use exception No. 1 was in connection with 
the so-called distressed areas, or areas of surplus manpower. There 
we had to use that in order to comply with the ODM directions. But, 
with that single exception, I think all of the other negotiated procure 
ments we justified under one of the exceptions other than exception 1. 

Mr. Noone. Would an amendment of the act eliminating your au- 
thority to cite the emergency have any appreciable effect on your pro 
curement program ¢ 

Mr. Exxiorr. No, sir; it would not. 

Senator Smatuers. Does that about constitute all the questions you 
have to ask? 

Mr. Werapock. Yes, sir. 

Mr. Noone. Yes, sir. 

Senator Smatuers. May I say I have heard Mr. Maxwell Elliott 
testify before, and also Mr. Mack. I didn’t get the name of the gentle- 
man who talked from the floor. 

Mr. Mack. Mr. L. L. Dunkle. He is acting director of the Na- 
tional Buying Division. And he supervises the New York and Wash- 
ington offices that we spoke about, working on the set-aside program. 

Senator Smatuers. I presume Mr. Bolton and Mr. Grimsley are 
here, just in a supporting role? 

Mr. Mack. Yes, indeed. 

Senator Smatruers. Gentlemen, we are always attempting to make 
suggestions to you people as to ways and means of helping small busi- 
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ness. Now, do you people have any suggestions you care to make to 


us with respect to policy whereby we might be more helpful to the 
small-business man ? 


Mr. Frorre. Do you have any ideas? 

Mr. Mack. I was going to say this 

Senator Smaruers. We are not bashful, and we don’t want you to be. 

Mr. Mack. I was going to say this, that I really think that this 
committee is doing more good than you probably realize. I think that 
you are keeping us on our toes and the fact that you—and I am 
sure it applies to other agencies—the fact that you are so alert on 
this program keeps us very conscious of making sure we don’t overlook 
things. We get busy on it. We get awfully close to a job and we get 
increased volumes of work and backlogs of work, but, when we get a 
request to thoroughly check on this work, we do it. I think this com- 
mittee is serving a very useful purpose. 

Mr. Fioere. Has there ever been any thought that the small- 
business man should actually have preferential treatment beyond 
what we can do about giving him the opportunity to participate ? 

Senator Smatuers. No. There was some thought along that line, 
but the conclusion was reached that we didn’t want to get into a field 
where we would in effect discriminate in favor of one economic class 
as distinguished from another. We believe that probably our best 
function is to see that the small-business man, who, as you gentlemen 
can well appreciate, does not have sufficient resources to stay in touch 
with all this vast Government operation, is helped through committee 
hearings such as this by having your people alerted to make it possible 
for him to have the opportunity to participate in Government con- 
tracts. In this way the committee endeavors to be of every possible 
assistance to small business. 

Mr. Mack. I have a suggestion I would like to make. This is on 
the same subject we discussed yesterday with Mr. Floete. 

You know, this proposal that was outlined by the Administrator 
about having meetings with businessmen at locations elsewhere in 
the region that didn’t have the facility of getting into our regional 
office business service center as those who lived right in the immediate 
city would—I think that is a mighty good proposal. 

And I think when we undertake to do that in the various regions 
in addition to having a Small Business Administration representative 
with us, it may be that this committee ought to have somebody partici- 
pate through its staff and be present at the meeting; just a word 
from yourselves at a meeting such as that, I think, would be helpful. 

Senator Smatuers. I think that is a good suggestion, and I think 
it is one that we would certainly not only like to consider but like to 
participate in just as you suggest. We will do that. If you people 
will let us know when you have your meetings, we will see if it is 
not possible to have some of the able young men on this staff—and 
we have a good staff, as is obvious—to be in attendance. 

Let me say, Mr. Floete, I appreciate very much your statement. As 
you very frankly stated, you are new to the job. But, having had 
experience as a small-business man, and with the competent help of 
Mr. Elliott, Mr. Mack, and the other gentlemen who have testified, 
though I speak as only one member of the committee, it seems to me 
that the small-business man is in pretty good shape with respect to the 





i iia a an i 


passa illicit a sar a nate 


int Meta ADO 0 


| 
1 
: 
: 
: 











srt sade = 


Scat 


seh Bob aba ia Ne 


GOVERNMENT PROCUREMENT—1956 30 
General Services Administration. If you gentlemen—and I am sure 
you are sincere about it—will continue to carry out these programs 
which you have enunciated and set up, then I don’t think there will 
ever be any occasion for this committee and yourselves ever to get into 
any arguments. 

May I say again that we thank all of you for coming over. We 
appreciate your time. 

As you have said, Mr. Mack, we think all of this will contribute to 
helping the small-business man. 

‘hank you very much. We will stand in recess until 10 o’clock 
tomorrow, when we will hear the Atomic Energy Commission. 

(Whereupon, at 11:35 a. m., the committee adjourned, to recon- 
vene at 10 a. m., Thursday, March 29, 1956.) 





LAT HN ONS VIER tae NDR OREN TT SR mre mt)» ¥ “ ow emcee PTR ETOWIAR-NERERRE 









i 
; 





ee rare EA reer mange ae Ses 





GOVERNMENT PROCUREMENT—1956 


THURSDAY, MARCH 29, 1956 


Untrep STATes SENATE, 
SELECT COMMITTEE ON SMALL BUSINESS, 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT, 
W ashinaton,. D. ¢ 

The subcommittee met, pursuant to recess, at 10:25 a. m., in room 
457, Senate Office Building, Senator George A. Smathers (chairman 
of the subcommittee) presiding. 

Present: Senator Smathers. 

Also present =a ‘harles M. Noone. special counsel: W lliam 1). Amis, 
Robert L. Weadock, professional staff memb TS 3 and Rol ert A. For 
sythe, administrative assistant to Senator Thye. 

Senator Smatruers. Gentlemen, the meeting will come to order 

First, let me apologize to you collective ly for being late. I know 
you are busy. I don’t know ‘how other Senators do it—I have never 
understood how anybody stays on time here. So, if you will forgive 
me, we will proceed and try not to keep you after 12 o’clock. 

This is the second day of the hearings, whose purpose is to try to 
determine how to help small business. Yesterday we had representa- 
tives from the GSA, and today we are glad to have representatives 
from the Atomic Energy Commission. 

I understand you are to be the first witness, Mr. Derry 


STATEMENT OF JOHN A. DERRY, DIRECTOR, DIVISION OF CON- 
STRUCTION AND SUPPLY, ATOMIC ENERGY COMMISSION; AC- 
COMPANIED BY GEORGE C. TAYLOR, ASSISTANT DIRECTOR FOR 
SUPPLY; PHILIP G. READ, SMALL BUSINESS SPECIALIST; AND 
W. J. MINSCH, JR., OFFICE OF GENERAL COUNSEL 


Senator Smarners. Mr. Derry, you are Director of the Division of 
Construction and Supply 4 

Mr. Derry. Yes, sir. 

Senator Smatuers. If you have a statement, you may proceed. 

Mr. Derry. Mr. Chairman, Mr. Fields, the General Manager, has 
expressed his regrets at not being able to attend this session, because 
he had a longstanding commitment to meet on this date with the Gen- 
eral Advisory Committee to the Atomic Knergy Commission which 
meets about six times a year. He has asked me to read this statement 
in his behalf. With your permission, I will proceed. 

Senator Smaruers. Go right ahead. 

Mr. Derry. Mr. Taylor, on my right, is Assistant Director of Sup- 
ply, directly in charge of small- business matters under me. Mr. 
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Minsch, of our General Counsel’s Office, is also on my right. And 
Mr. Read is on my left. He is our small-business representative. 

Senator Smatuers. Thank you very much. Go ahead. 

Mr. Derry. I want to thank Senator Smathers, chairman, and the 
other members of this subcommittee for your invitation to submit a 
report this morning regarding the matters outlined in your letter of 
March 15,1956. Through my association with atomic-energy matters 
in the days of the Army Manhattan Engineer District and later as 
Director of the Division of Military Application, AEC, I have been 
interested in the participation of small ie in the Government 
procurement which is associated with our programs. 

From my personal experience I can say that from AEC top manage- 
ment down through the AEC and its contractor purchasing and con- 
tracting organization there has been some realistic thinking regarding 
the development of effective means for discharging our small-business 
responsibilities and an earnest effort to achieve a successful operation. 

Before I get into the items enumerated in your invitation, let me 
make a few general remarks regarding AEC expenditures which may 
be significant for small business. 

Our expenditures for construction, that is, plants and related equip- 
ment, are decreasing continuously from $1.2 billion in fiscal year 1954 
to $840 million in fiscal year 1955, approximately $325 million in fiscal 
year 1956, and it will probably level off at about $250 million in fiscal 
year 1957. 

Operations costs in fiscal year 1957 are estimated at $1.672 billion. 
On the basis of past experience, the 1957 figures indicate that roughly 
$100 million will go into material, equipment, and supplies for con- 
struction, and $400 million will go into the purchasing of material, 
equipment, and supplies for production and operating purposes. 

AEC does not itself build and operate the plants and laboratories 
of this atomic-energy industry. ‘This function is performed by pri- 
yate industry and educational institutions on a contract basis. As a 
result, the opportunity for small business to participate occurs pri- 
marily as subcontractors to the companies that build and operate AEC 
facilities. 

I shall refer again to small-business statistics at the end of this state- 
ment, but let me illustrate my point relative to subcontracting for the 
construction and operation of a plant with the following example. 

The AEC Savannah River plant, near Aiken, S. C., was built and 
is being operated by the E. I. du Pont, de Nemours Co. Construction 
of this plant was begun about December 1950 and was virtually com- 
pleted by the end of 1954 at a cost of approximately $1.1 billion. 
During this period, a total of $548.6 million involved sheineuent pur- 


chasing which was largely construction and some operations, and 
$245.5 million of this, or 44.7 percent, went to small business. Last 
year, that is, calendar year 1955, purchases were principally for opera- 
tions, and the small-business participation amounted to $10.6 million 
out of $21.47 million, or 49 percent. 


I would now like to discuss the specific matters set forth in your 
invitation. 
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AEC EXPERIENCE WITH NEGOTIATED AND ADVERTISED PROCUREMENTS 


A review of AEC contract statistics indicates that on the prime- 
contract level, 5 percent of the total contract dollars are advertised 
and 95 percent negotiated. However, it must be recognized that 
these negotiated contracts are not susceptible to advertising. They 
include term contracts for the operation and construction of AEC 
plants and laboratories, contracts for basic research with educational 
and nonprofit institutions, and interdepartmental contractual ar- 
rangements. 

In addition, most of these contracts are on a cost or cost-plus-a- 
fixed-fee basis. In a large sense, the problem for AEC at the prime- 
contract level is essentially one of selecting the best qualified con- 
tractor, in accordance with well established selection procedures. 

If we are to draw any meaningful conclusions regarding the re- 
lationship of procurement by negotiation to procurement by formal 
advertising, it is necessary to limit the examination to fixed-price 
prime contracts. Apart from Government schedule and interdepart- 
mental contracts which do not fall into either category, the results 
are fairly close together with the dollar value of negotiated contracts 
moderately greater than the dollar value of advertised contracts. 

The following table indicates the dollar relationship of cost to 
fixed-price contracts and the percentage of dollars for advertised and 
negotiated contracts on a fixed-price basis. 

Mr. Noone. Mr. Derry, do you mind if we ask questions as you 
go along? 

Mr. Derry. No, sir. 

Mr. Noone. The statistics appearing on page 3 of the statement in- 
dicate that small business does better on AEC procurement where 
it is advertised rather than negotiated. 

Now, your figures later on show that point. But on the statistics 
which appear on page 3 under “Fixed Price Prime Action Awards”— 
would you have statistics indicating the degree to which small busi- 
ness participates in the two types of procurement, that is, advertised 
and negotiated ? 

Mr. Derry. Mr. Taylor, do we have those ? 

Mr. Taytor. We do not have them with us today, Mr. Noone. We 
will be glad to supply them to the committee. 

Mr. Noone. Very well. 
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(The material referred to is as follows:) 


Fired price prime action awards—small business versus big business 


Percent of total 


Millions ioeeliamataecemeaitiaante tiles 
A B C D 
Advertised 
Small business $14.0 32.6 
Big business : 29. 0 67.4 
Total A 43.0 100. 0 43 22.4 
Negotiated 
Small business 4.5 7.9 
Big business 19.8 750 
Edueational institutions and other nonprofit 
organizations 9.7 17.1 
Total B 57.0 100.0 57 20.7 
Total C 2 100.0 100 
Interdepartmental and Government schedule 92.0 17.9 
Total D 3. ‘ 192.0 100.0 
Million Percent 
Negotiated: 4 
Small business_-- $4.5 3.0 
Big business 18.6 12.4 
Bi isiness (utility and other services) _- 24.2 
Educational and other nonprofit organizations_- 9.7 
Interdepartment nd Government schedule__- 92.0 
Total 125.9 84.6 
Total ; 149.0 100.0 


| Utility and ot! 
2 Total A and B. 
3 Total C and interdepartmental and Government schedulk 

4 An alternate analysis of dollars and percentages for negotiated fixed-price prime actions 


er services, $24.2 million 


Mr. Derry. Would you like for me to go through this table for the 
record ? 

Mr. Noone. Surely. You go right ahead. 

Mr. Derry (reading) : 


Fiscal year 1955 
Contract action stat’stics | - - 
| Millions | Percent 


ia eects i , ot 


Type of contract 
Fixed pric ixpabenbe chbedsan ; che acai $192 21.2 
Cost type 712 78.8 
Total... ; . ~ mae 904 100.0 
a 
| - 
Fixed price prime action awards 
Advertised __-- at “ ‘ a oA : ; " : 43 22. 4 
Negotiated = y ee 57 29.7 
Government schedule and interdepartmental _-_- ; a x 92 17.9 
CR ia ie tein ets ccimcaaierd A a eat 192 109.0 


For fiscal year 1955, the fixed-price type represented $192 million, 
for 21.2 percent. The cost type represented $712 million for 78.8 
percent. The total is $904 million. 
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Under fixed-price, prime-action awards, the advertised represented 
$43 million, for 22.4 percent. The negotiated represented 35 million, 
for 29.7 percent. The Government schedule and interdepartmental 
represented $92 million, for 47.9 percent. The total is $192 million. 

Subcontr act ac tions, on the other h: ind, do not conform to the gen 
erally accepted definition of advertised procurement as applied to 
prime contracts, so we do not attempt to collect statistics for these 
actions on the basis of advertised versus negotiated procurement. 

We approach this problem from the standpoint of competition, and 
we determine the extent to which the contractor has handled his pur- 
chasing and contracting on a competitive as opposed to a noncompeti 
tive basis. 

During fise ‘al year 1955, the compar ison of competitive to noncom 
petitive subcontr act dollars is as follows: 


Fisca 
Contract tion st ( } 
M 
I 
Competitive 
Small business ---- { 
Big business 10x 
Subtotal 214 mM). ¢ 64 
Noncompetitive 
Small business i f 
Big business. 79 66.4 
Subtotal-_--.-..- 119 
deb aes nee 533 100. ( 


For fiscal year 1955, at the competitive level, small business totaled 
$114 million, for 53.3 percent. Big business accounted for $100 mil- 
lion, for 46.7 percent. The subtotal is $214 million, for 64.5 percent. 

At the noncompetitive level, small business totaled $40 million, for 
33.6 percent. Big business totaled $79 million, for 66.4 percent. The 
subtotal of the noncompetitive is $119 million, for 35.7 percent. The 
total for both competitive and noncompetitive is $353 million. 

Mr. Noone. Mr. Derry, how do you define competitive and non 
competitive for the purposes of your reporting system ‘ 

Mr. Derry. Well, competitive, as used in this respect means that 
bids or proposals have been received from more than one prospective 
supplier. In other words, we obtain competition among our suppliers. 
However, this competition is obtained in terms of many, but not all, 
of the Government procurement procedures for formal advertising. 
Noncompetitive is where a sole source or a proprietary item is in- 
volved, as, for example, spare parts for a piece of equipment in one of 
our processing plants. 

Mr. Noone. I see. I note that form AEC 328, the contract report- 
ing form, provides for five types of procurement. The last three are 
advertised, negotiated competitive, and negotiated noncompetitive. 
Would it be correct to assume, then, that when you speak of competi- 
tive you are speaking of both advertised and negotiated competitive ? 

Mr. Derry. That is correct. That is the way we do it. 
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LOLICIES AND PROCEDURES ON PROGRESS PAYMENTS, QUALIFIED PRODUCTS 
LISTS, AND SINGLE-SERVICE PROCUREMENT 


Progress payments.——AFEC policies on contract financing permit 
the use of progress payments in supply or service contracts, but the 
term does not include payments for partial deliveries or payments 
to cost-type contractors. 

Progress payments may be provided when the scope of the contract 
and the period required for its performance are such as to make it 
unreasonable to expect the contractor to carry the full investment 
for material, labor, and other costs of the work until final completion. 

In those instances in which the contract does not contain a progress- 
payment article and the need for assistance later becomes apparent, 
the contract may be amended. The nature of the goods and services 
purchased by AEC is such that progress payments have not been 
necessary to any great extent. 

Mr. Noone. Mr. Derry, could you supply statistics for fiscal year 
1955 showing the number of contracts in which you provided for 
progress pay yments, and the dollar value of such payments during 
the year ! 

Mr. Derry. Could we do that, Mr. Taylor? 

Mr. Tayior. We do not collect that in our contract-reporting sys- 
tem. So we do not have it in Washington. In order to provide it, 
we would have to forward a special request to our field offices and ask 
them to supply the information. 

Mr. Derry. We could obtain the information. 

Mr. Noone. I don’t want you to go to that trouble. The reason I 
asked is that I thought it would be helpful for the committee to com- 
pare AEC progress payments with those of the military. But, if you 
don’t have it, we can do without it. 

Mr. ‘Tayzor. I would like to add that the progress payment at the 
prime-contract level and at the subcontract level is a standard pro- 
cedure in AEC and is available for use in letting and negotiating 
contracts. Where progress payments are determined to be needed at 
the time the contract is negotiated, it is made a provision in the con- 
tract. 

Mr. Noone. Does the AEC do that directly with the subcontractor 
or indirectly through the prime? 

Mr. Derry. Through the prime. 

Mr. Tayior. The prime contractor does it with respect to the subs. 
AEC does it with respect to primes that involve progress payments. 

Mr. Derry. You see, we had very little information sent in to us 
in Washington as to problems on progress payments. The natural 
assumption | is that there is no problem there; contracts do provide 
for it, and they are made when they are required. 

Qualified products lists —AKC does not have its own list of quali- 
fied products. Federal qualified product lists are distributed directly 
to all AEC operations offices by the General Service Administration. 
Procedures have been developed for their use which are applicable to 
direct AEC procurement and to cost-type contractor procurement to 
the extent authorized by the contracting officer. AEC policies pro- 
vide that solicitations of bids or proposals involving qualified pro- 
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ducts shall be distributed to known sources of supply and shall contain 
a statement substantially as follows: 

In the procurement of products requiring qualification, bids will be considered 

only for such products as have been subjected to the required test and found 
satisfactory for inclusion in the Federal qualified products list. The attention 
of suppliers is called to this requirement and manufacturers are urged to com- 
municate with the office indicated and arrange to have the products that they 
propose to offer tested for qualification. Time may not permit qualification for 
eligibility under this invitation, but products which qualify will. be eligible 
under future invitations. 
Qualified products lists have had comparatively limited practical 
application to either direct AEC or cost-type contractor purchasing 
in view of the predominantly plant construction and operation charac- 
teristic of ARC purchasing and contracting. 

Single-service procurement.—We have been asked to comment also 
on single-service procurement. Asa term of reference, single-service 
procurement is generally identified with the Department of Defense 
and relates to the practice of assigning responsibility to one Depart- 
ment or service for the procurement on behalf of all departments and 
services of specific commodities or groups of commodities. In this 
context the AEC itself is a single-service organization and is therefore 
outside the area generally associated with the term. However, for 
reasons of economy, AEC does utilize central Government sources of 
supply, such as the GSA National Purchasing Division, Federal 
supply schedule contracts, Federal Supply Service stores, Federal 
Prison Industries, National Industries for the Blind, and many sup- 
ply facilities of the Department of Defense, including, by way of 
illustration, the Armed Services Petroleum Purchasing Agency, the 
Army Chemical Corps, the Naval Gun Factory, naval supply depots, 
and many others. 

Mr. Noonr. Does AEC serve as a central supply agency on any 
items used by other agencies of the Government ? 

Mr. Derry. Not to my knowledge. Do you know of any instances 
of that, Mr. Taylor? 

Mr. Taytor. We don’t serve as a central source of supply from the 
standpoint of procurement except possibly for some special materials. 

Mr. Noone. Now, I understand there are a number of byproducts of 
your processes that are being applied to peaceful uses of atomic 
energy. Does AEC, for example, control the production or the issu- 
ance of isotopes? 

Mr. Tay or. We are the source of supply for radioactive isotopes. 
And we do provide them not only to other Government agencies who 
may be eligible for them and require them in their work, but to private 
institutions and industrial establishments as well. 

Mr. Reap. These radioactive isotopes are now being produced at 
several different AEC installations and are available at a compara- 
tively nominal cost. They are subject to a rather routine licensing 
procedure. However, they are available for both Government and 
industrial applications, and are being used quite widely in industry 
today. 

Mr. Derry. I suppose, also, you might say that insofar as source 
and fissionable materials such as uranium, uranium 235, and other 
special nuclear materials are concerned, we are the single source of 
supply. This also involves licenses and special authorizations from 
the Commission regarding use and distribution. 
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Mr. Taytor. We are, of course, the sole source of supply for atomic 
wt N, 
Mr. Noone. I would assume so. 


NEW POLICIES AND PROCEDURES 


Mr. Derry. AEC’s small-business policies and procedures were first 
codified and formally issued as AEC regulations in 1952. The policy 
and the program conducted under it are the subject of continuing study, 
both in Washington ayd in the field, to identify areas which need im- 
provement, clarification, or revision. Present’ AEC policy and pro- 
cedures are contained in AEC Manual Chapter 9132, Small Business, 
which was revised January 26, 1955. The most significant new actions 
taken during the past year to expand small-business participation in 
our procurement are: 

Additional followup on performance.—In January 1955 AEC’s 
policy on procurement performance evaluation (AEC Manual, ch. 
5002) was revised to require an annual appraisal by the Washington 
staff of the procurement activities and programs of each AEC opera- 
tions office. One of the elements of these appraisals is the etfective- 
ness of the small-business programs of the operations offices and their 
cost-type contractors. 

During the year, appraisals were completed for all offices. Follow- 
up on performance e ee cost-type contractors through an annual ap- 
praisal by AEC field staff has been a regular and effective part of our 
progr am for a number of years. 

Revision of Selling to AEC.—In order to inform small business 
es how to do business with the Atomic Energy Commission, we 
publish, on an up-to-date basis, a booklet entitled “Selling to AEC.” 
Since our appearance before your subcommittee last spring this infor- 
mational publication has been revised again, and the fifth edition will 
be ready for distribution within a few weeks. Although the Govern- 
ment Printing Office has not finished printing the new ‘edition. I have 
secured several copies of the page proofs which we will be pieased to 
leave with the subcommittee.t’ This year’s edition includes some help- 
ful comments for concerns that are interested in directing their atten- 
tion toward the peaceful aspects of atomic energy as well as (1) brief 
descriptions of the principal AEC projects, (2) a discussion of AEC 
and contractor purchasing, (3) up-to-date listings of AEC offices, cost- 
type contractors, and the individuals who should be contacted, and (4) 
the broad categories of items purchased and the identity of the office 
that may buy them. 

3. Modification of SBA aqreement.—In 1953 AEC and the Small 
Business Administration developed an agreement which constitutes 
the basis for a continuing cooperative relationship. This agreement 
was arrived at after visits to several AIC projects by members of the 
SBA staff and a thorough review of the various means available for 
assisting small business. At that time AEC had a substantial con- 
struction program in progress and it was concluded that exchanges of 
information on a regional basis regarding procurement opportunities 
and qualified small- business concerns would best facilitate the interests 
of small business. With 1 or 2 small exceptions, this construction 


1 Retained in committee files. 
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program is now nearing completion and related procurement ex 
penditures have sharply diminished. In view of the altered cireum- 
stances, we have reviewed the matter with SBA in the interest of 
modifying the method of operation under the AEC-—SBA agreement, 
Asa result, we are now looking forward to the maintenance of period 
personal contacts bet ween A K¢ ; and SBA held person! elona regional! 
basis so that SBA field representatives can keep in touch and become 
more familiar with the continuing purchase requirements for the 
operation of AEC plants and laboratories. 

Mr. Noone. On this point, Mr. Derry, SBA has representatives 
working full time at some of the more important military procure 
ment centers. 

Mr. Derry. Yes, sir. 

Mr. Noone. Are there any SBA representatives assigned full time 
to AEC installations ¢ 

Mr. Derry. No, sir; there are not, and I think Mr. Taylor ca 
explain why. This took place before my advent into the business. 

Mr. Taytor. No; we do not have SBA representatives in any of ow 
principal locations. The reason was that, when we discussed it with 
SBA, we had such a wide dispersion of our purchasing activities that 
there was no one place where the purchasing activity was of sufficient 
volume to warrant their putting a man into the office. 

Mr. Noone. When you speak of purchasing activities, do you mean 
purchasing by your cost-type prime contract ¢ 

Mr. Tayvor. Either by AEC purchasing offices or by contractor 
purchasing offices. We determined that probably the best way for us 
to aid small business was to work with the SBA facilities and te 
furnish the regional SBA offices with copies of the proposals o1 
invitations to bid, which they could review and then inform us about 
qualified small businesses that might be capable of performing the 
services or supplying the items required. They also could forward 
copies of some of this information to qualified small-business concerns 
and have them get directly in touch with us if they were not on ow 
bidders list. And, as a matter of fact, there were many instances in 
which the Small Business Administration was able to supply us with 
qualified small-business firms. I think that, in particular, the Petes 
Kiewit Co., constructor of our plant at Portsmouth, Ohio, got a good 
deal of assistance from the SBA regional offices in Cleveland, Ohio, in 
finding suppliers. 

Mr. Derry. To continue: 

$1, Assistance to NBA on a revised definition of small business. 
The current SBA review of the definition of small business is a phase 
of the small-business problem regarding which AEC has made a very 
positive effort to contribute through participation as a member of the 
SBA interagency task force and the task force’s drafting subcommit 
tee. The latter group has devoted many hours, both individually and 
collectively, to the development of a suitable and workable revision 
of the definition. We are pleased to work and cooperate with SBA 
and the other participating agencies and to contribute our thoughts. 
suggestions, time, and effort to the successful solution of this problem. 

Mr. Noone. Would the adoption of a multiple-standard definition 
of small business in the procurement field have any substantial effect 
on the AEC subcontracting program ? ; 
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Mr. Taynor. Yes; I believe it would. The first effect would be to 
eliminate the basis for comparison with past performance. We would 
have new definitions, and it would be—we just wouldn’t have a past 
record to compare with current performance. 

Mr. Noone. But that difficulty would be overcome in a short time. 

Mr. Tayxor. In a period of years it would be. Then, if the defini- 
tion is one of sufficient complexity it would be difficult to—it would 
have possibilities of being difficult to administer at the subcontract 
level. 

Mr. Noone. I gather you have pretty good cooperation from your 
cost-type contractors, though, on your contract reporting system to 
date. 

Mr. Tayvor. Yes. 

Mr. Noone. Do you anticipate that the adoption of a more complex 
definition would destroy that cooperation ? 

Mr. Tayrtor. I do not anticipate that it would destroy it. It pos- 
sibly would have the effect of making the reporting problem more 
complex or difficult. 

Mr. Noone. Thank you. 

Mr. Derry. It would be harder to analyze the procurement activi- 
ties, I think. The present definition, which involves less than 500 
employees, is fairly simple and easily applied, but it has caused some 
concern, and we recognize it. 

Mr. Reap. I might also add that the buyers at the prime contract 
level have had the majority of their business experience in commer- 
cial enterprises and are cooperative to the extent that they feel a regu- 
lation, policy, or procedure is reasonable. If we can come up with 
something reasonable, I am sure we will have their cooperation. To 
the extent that it is too cumbersome and too complicated, we may have 
some trouble. 


Mr. Noone. What is the status of the work of the drafting subcom- 
mittee ¢ 

Mr. Reap. That is a somewhat difficult question to answer, be- 
cause even were the drafting subcommittee to produce a finished 
pee tomorrow I have no idea how the product would be received 
»y the individual agencies. We have tried to tackle this problem as 
« group of individuals who are offering our services to help solve 
this problem. But I can say that in my opinion we are siedhabty two- 
thirds to four-fifths of the way through the job. 

Mr. Weapock. Can we assume, from what Mr. Taylor said about 
the potential complexity that would develop from the multiple stand- 
ard, that the Commission, at this time, in your participation on the 
drafting committee, is recommending that they adhere to the current 
definition of 500 employees and not dominant in the field of opera- 
tion ¢ 

Mr. Reap. We are trying to develop something that is somewhat 
inore detailed and somewhat more objective. I doubt whether we 


will come out with something that is as detailed as the so-called cur- 
rent multiple-size standard approach. 
Mr. Weapock. I see. 


Mr. Derry. Yes. 


5. SBA technical aid for small business.—We are endeavoring to 
assist smal] business regarding the area of peaceful and purely pri- 
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vate industrial aspects of atomic energy as well as the area of Gov- 
ernment procurement. In this connection, a paper which reviews 
the business opportunities in general and the areas which appear to 
hold the most promise is being prepared and is nearing completion. 
It will be published by SBA in its series of technical aids for small 
business. , 

At present we do not anticipate any significant change in our basic 
approach to the continued expansion of smal!-business opportuni- 
ties. We will continue, as we have since 1952, to concentrate our ef- 
forts on securing maximum small-business participation at the sub- 
contract level and to be watchful of opportunities which may de- 
velop in the new field of peaceful application of atomic energy to 
business enterprises. 


AEC SMALL-BUSINESS POLICIES 


AFC Manual, Chapter 9132, Small Business, provides that a fair 
proportion of required supplies and services shall be procured from 
small business. In order to achieve the objectives of this policy, both 
AEC and its cost-type contractors have been requested to comply, 
to the maximum extent practicable, with the following specific small- 
business policies: 

(a) Procurements shall be examined to determine if they are suit- 
able for performance by small-business concerns. 

(6) Maximum practicable small-business participation shall be 
achieved in procurements which are suitable for performance by 
small-business concerns. 

(c) Procurements suitable for performance by small business shall 
be divided into sufficiently small lots to enable small-business con- 
cerns to participate. 

(d) Subcontracting to small business shall be encouraged regard- 
ing those items which are suitable for performance by small-business 
concerns. 

(e) The Commerce Department Synopsis of Procurement. Sales 
and Contract Awards shall be employed to identify and publicize 
advertised and negotiated procurements. 

(f) Tie bids involving large and one or more small-business con- 
cerns shall be resolved by making an award to a small-business con- 
cern except as provided in ODM Manpower Policy No. 4. 

(g) AEC small-business policies shall apply to groups of small- 
business concerns which have been authorized to operate as small- 
business production pools and have been certified as small business by 
the Administrator of the Small Business Administration. ; 

(h) AEC shall cooperate with the Small Business Administration 
in carrying out the AEC-SBA agreement. 

(¢) AEC shall cooperate with other departments and agencies 
which are concerned with small-business matters. 

(j) Managers of operations shall appoint small-business represent- 
atives in their procurement offices and shall require cost-type con- 
tractors to make similar appointments in their organizations. 

(k) Managers of operations shall assist and require their cost-type 
contractors to establish and maintain appropriate small-business pro- 
grams and contracts for small-business concerns desiring to do busi- 
ness with AEC. 
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(7) Small-business concerns shall be advised regarding the poli- 
cles, procedures, and activities of AEC and other Government de- 
partments and agencies concerned with small-business matters. 


CONTRACT ACTION REPORTING 


At this point I would like to clear up an area of misunderstanding 
which was apparently generated by the AEC testimony before this 
committee last year. The AEC prepared statement, including the 
following: “Cost-type contractors submit reports on their procure- 
ment activities in sufficient detail to permit analysis from a small- 
business-participation standpoint as well as other matters of policy 
and procurement—planning significance.” Subsequently, during the 
informal interrogation of witnesses regarding other data collec ‘ted in 
connection with an independent quarterly small-business report, which 
is entirely apart from the contract-reporting system, the witnesses 
testified as follows: “This analysis is an estimate prepared by the 
Commission” and “I believe it is impossible to say that they are firm 
figures.” The Committee’s annual report related these three state- 
ments and in conclusion suggested that the AEC contract report 
statistics were based on estimates, that the accuracy of such a system 
will not insure a realistic appraisal of a small-business program, that 
the reporting system should be reevaluated and that AEC should 
include sufficient safeguards to insure an accurate report of the amount 
of subcontracting to small business. The AEC contract action re- 
porting system is based on detailed factual data relating to contract 
awards made by AEC and its principal cost-type contractors. It is 
not based on the use of estimates. Its accuracy and reli: ability are 
assured through periodic audits and management reviews. 

The reporting of contract action statistics is an integral part of 
the overall AEC procurement operation. Although there are many 
uses for such information, one of the primary reasons for establish- 
ing the system was the accumulation of accurate data relating to 
small business. However, in AEC’s case, the problem of collecting 
meaningful contract statistics is recognizably different from most 
Government agencies by virtue of the fact that AEC facilities are 
operated by private organizations on a contract basis. Obviously, 
contract statistics limited to prime contracts would, in our case, be 
inadequate for a number of reasons. The present system of collecting 
contract statistics was developed and set in operation on July 1, 1952. 

Our policies and procedures which are applicable to the reporting 
of prime and subcontract data are contained in AEC Manual, chapter 
9127. The chapter sets forth the policies and procedures relative to 
the uniform reporting to Washington headquarters of essential data 
on procurement actions by AEC procurement offices and cost-type 
contractors. The system spells out who is required to report, what 
is to be reported, how it is to be reported, the responsibilities of those 
concerned, when and to whom the reports are to be made, the specific 
forms that shall be used to make the report, and the instructions for 
the execution of required forms, including definitions of terms. 


SUBCONTRACTING PROGRAM 


The focal point of the AEC small-business program is the subcon- 
tracting of the AEC cost-type contractors. This is the case because, 
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after analyzing the AEC operation, it was concluded that the small 
business potential did not emerge until the first tier of subcontracts 
had been reached. 

As we noted earlier, AEC small-business policies are applicable 
to both the AEC prime-contract operation and the subcontracting of 
its cost-type contractors. The responsibility for moving forward in 
the area of cost-type-contractor, small-business programs rests with 
the individual AEC operations office manager. 

Our small-business policies state that managers of operations shall 
assist and require (rather than urge) their cost-type contractors to 
establish and maintain appropriate small-business programs an a to 


appoint small-business representatives. I emphasize that this matter 
has been set up on a required rather than an urged basis because the 


committee’s 1955 annual report indicates that our testimony last yea 
did not clearly convey this concept. 

Mr. Noone. What lever rage does the manager of operations have 
to require a contractor's ¢ ‘compli: ince? Is the contractor's ¢ omplhian 
for example, a — precedent to getting the contract 

Mr. Derry. Well, it is carefully explained to him and it is gone 
into carefully in cai t negotiations. He has a clear ae rstanding 
that we have a clear policy on small-business partic seliercing and that 
we expect him and would require him to set up a small-business pro 
gram in his organization, to establish a small-business re presentative, 
and to recognize the principle of maximum practicable small business 
participation. 

I think you would say that it is a condition of the contract, because 
they understand that this is required. 

Mr. Noone. Has there ever been a situation where a contractor 
refused to comply with this requirement é 

Mr. Derry. No, sir. 

Mr. Noone. Have you ever excused cost-type contractors from com 
plying with the reporting requirements 

Mr. Tayvor. Yes, sir. 

Mr. Noone. Under what conditions? 

Mr. Taytor. Under conditions where the cost-type contract may 
involve relatively small procurement, such as a research contractor, 
or one of the universities which may have a cost-type contract for 
doing research work and the procurement under it may be insignifi 
camt, we would excuse them from the reporting requirement. 

Mr. Noone. Does this reporting requirement relate literally to all 
cost-type contractors, regardless of the size of their contract ¢ 

Mr. Derry. It is the policy of the Commission under the proce 
dures established by our existing regulations and they are applica- 
ble completely across the board. Requests for exceptions must be 
reported to us in Washington. 

Mr. Taylor is talking about small contracts for doing such work 
as biological and medical research, physical research, or research in 
metallurgy and chemistry. But where we have a large contract with 
institutional organizations such as the University of California, they 
are required to report, because their contracting is quite large. And 
the same thing would be true of the University of Chicago that oper- 
ates the Argonne National Laboratory. However, the little ones are 
too small and are not required to report. 
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Mr. Taywor. I would like to add that our cost-type contracts have 
provisions in them which authorize the contracting officer to require 
that reports be submitted and that programs such as small business be 
established. And, if you wish, I will read from a typical article that 
goes in a cost-type contract. 

Senator Smaruers. Let’s have that read for the record. 

Mr. Taytor. This is an extract from a typical paragraph which is 
required in prime cost-type contracts: 

The Commission reserves the right to require that the contractor submit any 
or all other contractural arrangements made in furtherance of the work here- 
under, including, but not limited to purchase orders or classes of purchase orders 
for approval, and provide information concerning methods, practices, and pro- 
cedures used or proposed to be used in subcontracting and purchasing. The 
contractor shall use methods, practices, and procedures in subcontracting and 
purchasing which are acceptable to the Commission. 

Senator Smatuers. What does that mean? 

Mr. Taytor. That means, first, that the Commission reserves the 
right to require the prior approval of any subcontract that a prime 
contractor enters into; second, it means that the methods, practices, 
and procedures that he uses must be those that are acceptable to the 
Commission. 

Now, a part of that is the small-business program, and its related 
policies, procedures, and methods relative to small business. 

Mr. Noone. Including the reporting system ? 

Mr. Taytor. The reporting part comes under another provision. 

Senator SmatHers. How is an average man supposed to know that 
that means procedures with respect to small business? 

Mr. Taytor. At the time we enter into negotiations with a firm 
to become a prime contractor to operate or to construct one of our 
plants, we go over with him all of the policies and procedures of the 
Atomic Energy Commission that relate to his performance of the 
work under the contract. One of the important considerations that 
are brought to his attention and discussed in sufficient detail so that 
he understands what we mean, is the AEC small-business policy and 
the way we want it executed. 

Now, there are many other things as well that need to be cleared 
4 before we get into operation of the contract. But this is a matter 
of proper orientation of the prospective contractor so that when he 
signs the contract he knows what our requirements are. 

“Mr. Noone. Is there a specific requirement that he subcontract to 
small business? The military have a standard clause in all of their 
supply contracts over $5,000 requiring a contractor to agree to ac- 
complish the maximum amount of subcontracting to small-business 
concerns that the contractor finds to be consistent with the efficient 

erformance of his contract. Does AEC have any specific clause in 
its contracts ? 

Mr. Taytor. No. 

Senator Smaruers. Gentlemen, when you talk with a prime con- 
tractor and discuss with him all your wishes, rules, and regulations, 
what do you say to him with respect to small business ? 

Mr. Tay or. That it is the policy of the Atomic Energy Commis- 
sion to be sure that small business receives a fair share of Government 
procurement. And then we give him the detailed policies that we have 
read into thestatement on how it is to be done. 
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Then, at least annually, we have a procurement specialist from the 
Operations Office visit that contractor and appraise his performance 
in the field of procurement. A part of that appraisal relates to how 
well he has discharged the Commission’s responsibilities and policies 
on small business. 

Senator Smatuers. Does that man try to report to you people with 
respect to how well the prime contractor has followed out your in- 
junction with respect to small business? Does he write a report to 
you? 

Mr. Tayxor. They do write a report on those matters as well as 
other procurement matters. 

Senator Smatruers. Who looks at those reports? 

Mr. Taytor. I do, and so do Mr. Read and Mr. Derry. 

Senator SmatHers. What do you find with respect to what they 
are doing in behalf of small business? 

Mr. Taytor. We feel that our contractors are doing a good job, an 
earnest and aggressive job, of making maximum opportunities avail- 
able to small business to participate in our program. 

Senator Smaruers. I didn’t follow some of your statement very 
closely. Have you put into the record the statistical information 
which reveals that your prime contractors are doing a good job? 

Mr. Taytor. That comes up at the end of the statement. And we 
have a chart we would like to show you. 

Senator SMmatTuers. Very well. 

Mr. Reap. I would like to comment on the point Mr. Noone raised 
about a contract article. Standard form 32, the general provisions for 
fixed-price supply contracts, is used by AEC and is now being revised 
by the General Services Administration. As revised, it will probably 
include a contract article of the type to which you refer. 

Mr. Noone. That will be on fixed-price contracts ? 

Mr. Reap. That is right. 

Mr. Noone. Any development on the cost-type contracts ? 

Mr. Reap. On cost-type contracts we tackle the problem from the 
standpoint of our small-business program. We think it goes further 
than merely exhorting the contractor to use his best efforts. We ask 
him to get maximum practicable participation of small business in all 
of his procurement. 

Mr. Noone. Going back to the question which the chairman asked 
on these reports that you get from the field on how the primes are doing 
under the small-business program, do you have any type of summary 
that you could make available to the committee? We have your regu- 
lar reports from your reporting system, but these quarterly reports, I 
gather, contain additional information of a narrative nature on how 
the small-business program is working in your various areas. 

Mr. Reap. There is some further discussion of that in Mr. Derry’s 
remarks. 

Mr. Derry. There are essentially two parts to our overall small- 
business program and in particular the subcontracting portion of the 
program. The first part involves the policies which we have already 
described, and the second part involves a quarterly report requirement 
which is designed to keep a finger on the operational pulse of the 
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small-business program. Reports are submitted by each cost-type 

contractor to the appropriate operations office which, in turn, re- 

ports to Washington. These quarterly small-business reports are 
prepared and submitted entirely independent of the contract reporting 
system. The reports are intended to be brief and to the point. 

rn . 7 . e . ° 

Ihe character of the report and the specific items of information to 
be submitted have been spelled out in the AEC Manual chapter on 
small business. This includes (a) a narrative statement regarding the 
operation of the program during the quarter and (4) a tabulation of 
certain factual information not provided by the contract-reporting 
system regarding: _ 

(1) Contacts with new small-business concerns: 

(2) Small-business concerns added to bidders lists; 

(3) Comparisons of the number and dollar value of awards to 
smal] business to the number and dollar value of the awards which 
small business can perform (suitable for small business) ; 

(4) Procurement information referred to SBA regional offices ; 

(5) Awards to production pools; and 

(6) An identification of the items and their dollar value which 
are considered unsuitable for small business. 

Mr. Noone. That was the report I was going to ask about. Do you 
have a summary of those reports or samples of those reports which 
might be made available to the committee ¢ 

Mr. Taytor. We don’t have a summary of them, Mr. Noone, but 
we can get some samples for you. We don’t have them here today, 
but we will find a couple to send in to you. 

Mr. Noone. Allright. 

(The material referred to was subsequently received, and follows :) 

OcTOBER 28, 1955. 

To: John A. Derry, director, division of construction and supply (THRU), E. J. 
Bloch, Washington. 

From: S$. R. Sapirie, Manager, Oak Ridge Operations. 

Subject: Small business. 

Pursuant to chapter 9132, AEC Manual, the following report and enclosures 
herewith cover the ORO small-business program for the quarter ending Septem- 
ber 30, 1955. 

The direct AEC (ORO) procurement as it affects small business and keyed 
to the reference symbols of 9132-09 is as follows: 

(a) Narrative statement 

For the period reported on there were no requests received for financial assist- 
ance. One production pool, Mil-Fin, Inc., Waukegan, Ill, was removed from the 
iiailing list due to the pool being dissolved. Advice received from our cost-type 
contractors is that very little, if any, correspondence or contacts have been re- 
ceived from the small-business regional offices; this applies also to the AEC 
(ORO) procurement offices, excepting St. Louis. There the SBA branch man- 
ager advised the AEC oflice that he was well satisfied with the efforts made by 
Fruin-Colnon-Utah to utilize small-business concerns. All procurement offices 
under the jurisdiction of ORO have been advised of the pertinent text of the 
Report of the Select Committee on Small Business, United States Senate, Military 
Procurement, 1955, which brings out the importance of reporting data as pro- 
vided in chapter AEC 9132. Also, our personnel interested in small business 
have been furnished copies of the committee print on the text of Small Business 
Act of 1953, as amended by the act of 1955. A survey of one contractor’s small- 
business program was made during the quarter and found to be good. 
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h) Tabulation of factual information 


1. One hundred forty-one. 
2. Sixty-seven. 
3. Three hundred seventy-seven awards amounting to 83,494,302 made to small 
business compared with 568 awards in the amount of $4,405,826 suitable fo 
small business. 

$. Twenty-six invitations amounting to $1,619,370 

5. None. 


6. The following procurement was considered unsuitable for small business 
Item 1 int 
Spare parts for equipment available from manufacturer onl) 314, OSS 
Ethyl alcohol__- ; {15 
Graphite rods ; 180 
Charts and chemicals___-__--~_- i 
Total : ; : : $15, O28 


The above data includes procurement actions for the seven AEC (ORO) put 
chasing and contracting offices. 
Enclosed are 14 small-business reports prepared by ORO cost-type contractors 


FRUIN-COLNON CONTRACTING Co. AND UTA CONSTRUCTION Co., 


ST. CHARLES, MO 


OCTOBER 12, 1055 


SMALL-BUSINESS REPORT, THIRD QUARTER, 1955 


In accordance with United States Atomic Energy Commission AFC Manual 
TN-9000-27, chapter 9132, “Small Business,” paragraph 9132-09, Report, the fol 
lowing report is submitted to cover the third quarter, July through September 
195) 

1. Narrative statement regarding the operation of the program during the a 
ter 


All phases of the general AEC small-business policy and the specific AEC small 
business policies have been complied with to the maximum extent practicabt 
The dollar value of awards to small business compared to the dollar value 


awards suitable to small business was 91 percent for this quarte: 
B. Tabulation of the following factual information 

1. The number of contacts with small-business concerns during the quartet 
Which have not been previously contacted, is 517. 

2. The number of small-business concerns added to the bidders mailing list dur- 
ing the quarter is: 52. 

3. The number and dollar value of awards to small-business concerns com- 
pared to the number and dollar value of awards suitable for small-business con 
cerns are as follows: 


Awards to small business: 


Number of awards___-_- re 942 

Dollar value__- eae: $3. 064. 576. 77 
Awards suitable for small business: 

Number of awards__- zy : 1, 206 

Denar valrae._-....._. : : $3.366, 576, 03 


Nores.—Government transfers of funds for excess equipment are not included 
in the above. 


4. The number and dollar value of invitations to bid and requests for proposals 
referred to the Small Business Administration is as follows: Number, 151; dol 
lar value, $2,992.336.93. 

5. Names of small-business production pools receiving awards during the quar- 
ter and the identity and dollar value of each award: None. 
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6. The identity and dollar value of the principal items considered unsuitable 
for performance by small-business concerns : 





Denes TS ir I, WN oo viii nice cccenmnniilinn $1, 650. 00 
I ni a i ee alacnbaalindt 10, 475. 00 
I II ih cal i bediligennilll 44, 280. 00 
a mn CS _. ccsnsiinscaneentnioniedtasinineiescimeneledta 53, 980. 00 
1 lot centrifugal refrigeration machine___......__._-...-_-----_--~- 82, 398. 00 
2 lots telephone, installation and services___._____-___---__-_------- 12, 803. 02 

TE asia: scttncdeensmancaiininas Ta a a 205, 586. 02 


E. F. STUESSIE, 
Chief Procurement Unit. 


ATOMICS INTERNATIONAL, 
Canoga Park, Calif., February 17, 1956. 
To: United States Atomic Energy Commission, San Francisco Operations Office, 
518 17th Street, Oakland 12, Calif. Attention: Mr. Raymond Trybul, Chief, 
Property Management Branch. 
Subject: Small-business policy. 
teference: Paragraph 9132-09 of the AEC Manual. 

In compliance with requested information from your office and our conversa- 
tions relative to the United States Atomic Energy Commission AEC Manual, 
chapter 9132, paragraph 9132-09, having improved our methods to meet with the 
stipulated requirements, we are submitting the following information: 

1. Seventy-three small businesses were contacted during the quarter ending 
December 31, 1955, which had not been previously contacted. 

2. Sixty-one small-business concerns were added to bidders’ mailing lists dur- 
ing the quarter. 

3. Seven hundred and forty-five purchase orders were placed with small-busi- 
ness concerns equaling a total dollar value of $348,937, all of which were suitable 
for small-business concerns. 

4. There were no invitations to bid or requests for proposals referred to the 
Small Business Administration during the quarter. 

5. There were no small-business production pools reported during the quarter. 

6. No principal items were considered unsuitable for performance by small- 
business concerns. 

In keeping with North American Aviation’s corporation policy regarding 
small-business participation, the material department of Atomics International 
division has attempted to place contracts for materials and services with more 
than one supplier wherever practicable and consistent with good business 
practices. For further details regarding this subject, we are enclosing a copy of 
Big Business Makes Small Business for your information. 

Our policy has aiso taken into consideration the bidding and purchasing 
stipulations of NAA’s prime-contract obligations with the Atomic Energy Com- 
mission. Asa result, small business has had reasonable access to potential busi- 
ness relationships with Atomics International. 

The writer is acting as small-business representative for the Atomics Inter- 
national division. 

D. J. NOVELLI, 
General Supervisor, Material Department. 


: CONCLUSION 


Mr. Derry. The Committee’s remarks regarding AEC in its last 
annual report noted that statistics are important to the evaluation of 
small-business participation, and that the chart setting forth the per- 
centage of small-business participation in AEC subcontracting was 
included for such consideration as it is entitled. 

These statistics and the attached chart have been brought up to 
date through December 31, 1955. Each period continues to reveal a 
greater degree of small-business participation than the period before it. 

For the first 2 quarters of fiscal year 1956, small business has received 
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subcontracts in the amount of $97.2 million out of a total of $208.5 
million, for a new AEC high of 46.6 percent. 

I would like to assure the Committee again that these statistics are 
not estimates, and that they do constitute a reliable statistical basis for 
evaluating small-business participation. 

Thank you. 

This is the same chart that is reproduced at the end of the statement. 
And the figures are a little clearer at the bottom of the chart than in 
the photostat. 

(The photostatic copy of the chart referred to is as follows:) 


AEC-SUBCONTRACTING TO SMALL BUSINESS 





195) 1952 1953 1954 1955* 1956 1957 


FISCAL TEARS (2 Qtes) 


mILLIOWS OF DOLLARS 









Subcentroct Dellors 
to Smel! Business 209.7 259.0 6 241.2 153.9 97.2 


Tote! Subdcontroct Dollors 783.2 529.0 337.9 208.5 






Pr ces not include three Kiew:t Co. Subcontrocts ot Portemouth, O. which are in the neture of prime Contec! . morch 29, 1954 


reporting system on prime contracts.’ 

Mr. Derry. Yes. 

Mr. Noone. What would be the value of the corresponding prime 
contracts? What I am getting at is, To what extent are prime 
contractors subcontracting ¢ 

Mr. Taytor. On the prime contracts that we enter into—the prime 
contracts that the Commission enters into are generally very large 
contracts for the operation of a big plant or a large laboratory. And 
they are of a kind which by their very nature require the performance 
of a large industrial firm. 

Now, it is the contracts that those large industrial firms or educa- 
tional institutions, in the case of our laboratories, let for equipment, 
materials, and supplies that afford the opportunity for small-business 
participation. 

The number and dollar value of our prime contracts which are 
suitable for performance by small business is relatively small. 

Now, we can get the statistics. We have them in our contract- 
reporting system on prime contracts. ? 





*See p. 59. 








54 GOVERNMENT PROCUREMENT—1956 


Mr. Noone. I note from page 3 of the statement read by Mr. Derry 
that fiscal year 1955 cost-type contracts totaled $712 million. Could 
that figure be fairly related to the $357.9 million figure on 
subcontracting ¢ 

Mr. Reap. This represents the subcontracting—it is related to it; 
yes, sir. 

Mr. Derry. It is that portion of the $712 million that is sub- 
contracted. 

Mr. Noone. In other words, your primes in fiscal year 1955 sub 
contracted 47 percent of their dollars ? 

Mr. Reap. That is precisely what this represents. 

Mr. Noongr, Thank you. 

Mr. Taytor. You will note that, beginning in 1951, 26.7 percent of 
the subcontracts went to small business. In 1952, when we got our 
policies and procedures codified, the reporting system established, and 
began to concentrate at the subcontract level, the percentage went up. 

We continue to show a material increase up through 1954, where we 
reached 45.5 percent of all subcontracts going to small business. 

In 1955, the percentage increased only one-tenth of 1 percent. How- 
ever, in the first and second quarters of 1956, it went up to 46.6 per- 
cent, or an increase of 1 percent over last year. 

We believe that our record shows a steady improvement in the 
right direction. And we believe also that it shows that the perform- 
ance by AEC cost-type contractors under the policies established by 
the Commission ts good, real good. 

Senator Smarners. Let me ask a question. I didn’t quite follow 
you. 

That 46.6 percent, is that the. percent of the total dollar value 
of the contract you let, or the number of contracts? 

Mr. Taytor. The dollar value. In 1955 our contractors let subcon- 
tracts in the amount of $337.9 million. Of that amount, small busi- 
ness received $153.9 million, or 45.6 percent of the total. 

Mr. Noone. Mr. Chairman, I have a number of questions I want 
to ask with reference to this subcontracting program. 

First, I have a very obvious one. The military has been working 
for some time now in developing a subcontracting program among 
its major prime contractors. The form for reporting is still under 
development. They informed the committee that they must get Bud- 
get Bureau approval on the use of that report form. 

I note from the report forms used by AEC that there apparently 
is no Budget Bureau approval. Does AEC have separate authority 
for issuing this report and requiring its use by your primes? 

Mr. Taytor. No. 

Mr. Noonr. That seems to be one of the big bottlenecks in the mili- 
tary in implementing their subcontracting programs. 

Mr. Taytor. These are considered to be internal reports, and in- 
ternal reports are not required to be, as I understand it, approved by 
the Bureau of the Budget. 

Mr. Noone. I see. I would like to refer to your manual, chapter 
9132, on small business, subsection 11. There it talks about contractor 
participation in the Commerce Department synopsis. It says: 

The use of this service by cost-type contractors is optional with the contractor. 


This service is available to the contractor without cost in the manner set forth 
above. 
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What has been your experience relative to the use of the Depart- 
ment of Comme ree synopsis by your cost-type contractors! llave 
thev used it to any great extent! 4 

Mr. Taytor. Some of them have made use of the Department of 
Commerce facilities in Chicago. The number of wards W have 
beeh made to contractors as a result of these referral: ive bee rela 
tively few in comparison to the total. 

Mr. Reap. 1 am not sure that there is a meet ¢ of the 1 has on 
this question. You were referring to the contractors as opposed to 
the operations offices, were you not ¢ 

Mr. Noone. Do your prime contractors—for example, Du Pont 
down at Savannah River—advertise upcoming procurements in 
Department of Commerce synopsis in an attempt to locate sources « 


supply ¢ 

Mr. Tayvor. I believe they do. 1 would have to check that to make 
sure. I beheve they do. 

Mr. Noone. That sounds like a very productive possibility for small 
business, and I think it would be help ful to the committee if you would 
give us a little more data on it. 

Mr. Reap. I think it would be fair to say, Mr. Noone, that we have 
made general use of the synopsis in our direct purchasing; that 
the purchasing by AEC Oper: ations Offices. 

However, an examination of the synopsis over a period of time has 
indicated that its use by the cost contractors has been comparatively 
limited. 

I think there are probably some rather good reasons for this. In 
the first place, most of our operating contractors would attempt to 
place their purchases in a shorter period of time than would normally 
be consistent with the operation of the synopsis, plus the fact that a 

vast majority of their purchase orders are for comparatively small, 
individual dollar amounts, and are handled, to the best advantage of 
both the buyer and seller, within the geographical area which is reason- 
ably adjacent to the project itself, as, for example, the contiguous 
States. In most cases, the use fulness of countrywide coverage would 
be quite limited. For example, it would be difficult if not impractical 
for a concern in St. Louis to try to compete with the west-coast concern 
on a purchase by the University of California. 

Mr. Noone. One of the appendixes to section 9132 of the manual sets 
forth the joint memorandum of the Atomic Energy Commission and 
the Small Busines Administration of January 26, 1955. The last 
section of that memorandum on certificates of competency provides 
that AEC prime contractors may also call upon SBA to perform 
similar services—that is, with respect to certifying small businesses 
2s competent to preduce—with respect to potential small subcon- 
tractors in cases of similar doubt as to capacity or credit. To what 
extent have your prime contractors gone to SBA for certificates of 
competency ? 

Mr. Reap. I doubt if that has ever been employed, Mr. Noone. 
This is not literally a part of the agreement. It was attached to the 
agreement at the request of the SBA General Counsel as a matter of 
information. And we were very happy to do so. There probably 
IS a question as to whether the statute is applicable to aie ‘ontractual 
relationships. 
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Mr. Noone. I recognize that. 

Mr. Reap. However, we did inform our contractors of SBA’s will- 
ingness to perform this service should the contractors find it desirable 
to ask SBA to do so. 

Mr. Noone. Now, turning to the AEC Manual, section 9127, on 
contract reporting, under 9127-03, relating to the reports that are 
required, it is provided with respect to AEC installations and cost- 
type contractor installations that the report forms are called for in: 

(a) each procurement action of $25,000 or more, and (0b), each conversion of a 
letter contract, which results in a definitive contract of $25,000 or more. 

It was my understanding that your contract reporting system took 
into account all actions, regardless of dollar amounts. 

Mr. Reap. That is correct. 

Mr. Noone. Well, where is that set out in your instructions or in 
your section on contract reporting? I, as a prime contractor, would 
assume I was not obliged to report any actions under $25,000. 

Mr. Reap. We go back to paragraph 093. It has some further re- 
marks to make about the reporting of the data. It refers us specifi- 
cally to the filling out of form 330, which is the summary of all the 
statistics. The paragraph you are referring to in 03 had to do with 
the filling out of another form, form 328, an individual contract action 
report card. 

Mr. Noone. I know, but isn’t 330 based on the separate form 328? 

Mr. Reap. Not entirely. It reflects form 328, and in addition those 
actions under $25,000. 

Mr. Noone. Now, by definition, a letter contract is regarded as a 
procurement action under this section of your manual; subsection 
082 says a procurement action shall include all preliminary contrac- 
tual instruments such as letter contracts. Therefore, I would expect 
that a prime contractor issuing a letter contract would report that as 
a procurement action. 

The same section provides that each conversion of a letter contract 
which results in a definitive contract of $25,000 or more shall be re- 
ported. Doesn’t that bring about a duplication in reporting? 

Mr. Taytor. No. They would report in the first instance in the 
letter contract $25,000, fill out the contract data card, 328. Now, 
when the contract is converted from a letter contract to a firm contract, 
then the same reference data on the 328 is reported to indicate that it 
has now been converted to a firm contract rather than a letter contract. 

We have a policy which says that letter contracts shall be converted 
to firm contracts at the earliest practical date, usually within 120 days. 
This is a device for assuring that we have information concerning the 
extent to which those contracts are being converted. 

Mr. Noone. So that you people here in Washington look for the type 
of action, and, depending upon whether it is a letter contract or a 
conversion, you may report it one time, but not twice. Is that correct? 

Mr. Taytor. Yes. 

Mr. Reap. In any one particular contract action there may be a 
supplemental 328 card executed as well. But over a period of time 
there may be 3 or 4 or more 328 cards made out relative to the same 
contract. 

Mr. Noone. Now, your statistics again relate to subcontracting. 
Can you explain to the committee AEC’s experience relative to prime 
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contracts and the proportion going to small business and large busi- 
ness ¢ 

Mr. Taytwor. Yes, sir. 

Mr. Weavock. Is this all first-tier subcontracting ¢ 

Mr. Reap. These do not include second tiers; they are all first-tier 
subs. 

Mr. Noone. Do you have any data relative to second-tier subs ¢ 

Mr. Reap. No. As I indicated informally to the staff, prior to the 
hearing, the number of second-tier subs that are picked up by this 
system is comparatively small. 

Mr. Weavockx. Wouldn't you run into that with your Kiewit Co.4 
Who are they subcontractors to? 

Mr. Reap. Kiewit is the prime, general construction contractor for 
the entire project. 

Mr. Weapock. He has three subcontracts that are treated as prime. 

Mr. Derry. That is because of their nature. One is for electrical 
specialty trades, something over $42 million. The one for mechanical 
specialty trades is around $150 million. And the one for sheet-metal 
work amounted to over $16 million. 

These are contracts with big business which are really in the nature 
of prime contracts. 

Mr. Reap. As a matter of fact, one of them is small business. 

Mr. Weapock. Then, they aren’t reflected in your statistics here ? 

Mr. Reap. Not in the subcontract statistics. 

Mr. Weapock. Are these subcontractors reflected in your figures? 

Mr. Reap. The procurement subcontracting for these subs was ac- 
tually performed by Kiewit, the general construction contractor. 

Mr. Derry. Kiewit did this. 

Mr. Reap. So, as a practical matter, the dollars of purchasing that 
were related to these three subs were actually reported by Kiewit in 
its reporting operation. 

You were interested in some statistics on the prime contracts? 

Mr. Noone. Yes. 

Mr. Reap. I can give you something for 1958, 1954, and 1955. For 
fiscal year 1953, $52 ‘million went to small busi siness, of a total of $2,735 
million, for a percentage of 2 percent. 

In fiscal year 1954, small business received $37 million out of $1,700 
million, or 2.2 percent of the total. 

In 1955, $46.9 million out of $904 million, or 5.2 percent of the 
total. 

So far in fiscal year 1956, in the first quarter, they received—that is, 
small business received—$11.4 million out of $204 million, or 5.6 
percent of the total. 

In the second quarter, small business received $6.6 million out of 
$327 million, or 2.1 percent of the total. 

Mr. Weapock. Just one question. Suppose in your operational ex- 
penses of a plant, say your Savannah River plant in South Carolina, 
they came up with a requirement for $2,500 worth of pipe; say, a 
boiler went out or something, and they have to repair it. This is a 

completed plant which has already beer reported on a prime basis 
through Du Pont and through their subcontractors, which you say 
repres sented a goodly percentage. 

Now, when those figures for pipe are reported into the Commission, 
are they reflected in your charts here? 
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Mr. Reap. Yes; they are. 

Mr. Werapock. In other words, when they go out for a local pur- 

chase, you lump that in with your AEC subcontracting statistics ¢ 

Mr. Reap. That is correct. 

Mr. Werapock. Thank you. 

Mr. Noone. How many actions would be involved per month under 
your reporting system in an installation such as the Savannah River? 

Mr. Reap. 1 will have to get the statistics and bring them to you. 
I could give you the number of actions for a quarter for the entire 
AEC, or the number of actions for an entire fiscal year, but I don’t 
have them broken down any finer than that. 

Mr. Nooxr. Do you have a summary, for example, of your form 
AEC 330, which I note gives total of actions and awards by size. Do 
you have an overall AEC summary of that form, 330, which we can 
have? 

Mr. Reap. Yes. 

Mr. Noonr. That will be fine. 

(The oataial referred to was subsequently furnished and is as 
follows :) 
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Senator Smaruers. Mr. Derry, Mr. Taylor, Mr. Read, and Mr. 
Minsch, we very much appreciate your coming over here. 

Let me ask you just a couple of questions. 

Do you people oes any recommendations or suggest ons that you 
might make to the Small Business Committee as to what it may do 
to help small business participate, even to a greater extent, in Si 
ernment contracts ¢ 

Mr. Taytor. We have given some thought to it, Senator Smathers. 
We don’t know of any recommendation that we can make that would 
have nationwide significance. We are principally concerned, of 
course, with this: How can the Atomic FE nergy Commission improve 
its programs in small business? We believe that that can be done by 
pursuing the program that we have with vigor and aggressiveness at 
every opportunity. 

Senator Smatuers. Well, as you know, our purpose, and the reasor 
for our existence, is to try to see that small business does have a tee 


chance to participate in ‘Gommnment contracts. We know in your 
field, as well as in other fields, it is sometimes + flic ult to give con- 
tracts to small business by the me nature of the work which is in- 


volved. However, wherever work can be subcontracted to small bus 
ness, we believe it is important for the general economy of our 
country to do so. 

The purpose of having these hearings is to run a little check on you 
people and all the other agencies to see that you are, as you say, carry- 
ing out these lofty principles which we all expressed with respect to 
small business, and that they are being carried out with v igor and 
enthusiasm. Your charts indicate that you are doing a good job, and 
it seems to me that you are. We want to congratulate you on that. 

Once again, we w ant to urge you to continue this program of trying 
to help small business. 

So, I thank each of you for giving us the time here this morning 
and helping us make a record which we think will help small business. 

Is there anything else? 

(No response.) 

Senator Smatuers. If not, we will adjourn this hearing and have 
our next small-business hearing on April 25, at 10 o'clock, in this 
room, at which time we will hear from the representatives of the 
General Accounting Office. 

Thank you very much for coming. 

(Whereupon, at 11:45 a. m., the committee adjourned, to reconvene 
at 10 a. m., April 25, 1956.) 
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TUESDAY, MAY 22, 1956 


Unirep States SENATE, 
SeLecr CoMMITTEE ON SMALL BUSINESS, 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT, 
Washington, D.C. 

The subcommittee met, pursuant to notice at 10:10 a. m., in room 
457, Senate Office Building, Senator John Sparkman (chairman of 
the full committee) presiding. 

Present: Senator Sparkman. 

Also present: Lewis G. Odom, chief counsel; Charles M. Noone, 
special counsel; and William D. Amis, professional staff member. 

Senator Sparkman. Let the committee come to order. 

This is an open hearing of the Government Procurement Subcom- 
mittee of the Senate Small Business Committee. Today we open the 
military procurement phase of our annual series of hearings relating 
to small business participation in Government procurement. We have 
already heard from representatives of some of the civilian agencies 
and in this series of hearings we will hear from the Department of 
Defense, the Department of the Army and the Department of the 
Navy. Representatives of the Air Force will testify before the com- 
mittee in final hearings to be scheduled next month. 

Military prime contracts constitute the greatest potential single 
source of business for small companies. An aggressive and enlightened 
small-business policy in the Department of Defense would go far to- 
ward implementing the intent of Congress that small business be 
encouraged to participate in Government procurement. 

Statistics published by the Department of Defense relative to pro- 
curement indicate that while some progress has been made in their 
small-business programs, there is still much to be done. 

For example, an analysis of the dollar value of military prime con- 
tracts going to small business over the past 3 years shows a continu- 
ing decrease. We are informed that small business received 25.3 per- 
cent of the dollars spent by the Department of Defense in fiscal year 
1954 through prime contract actions. This percentage figure declined 
to 21.5 in fiscal year 1955, and for the first 6 months of fiscal year 1956 
there was a further decrease to 19.8 percent. 

Concurrently, there appears to be a growing tendency toward con- 
centrating military prime contracts in fewer and fewer large com- 
panies. Other statistics published by the Department of Defense indi- 
cate, for example, that 100 companies shared 62.6 percent of the dollar 
value of all military prime contracts awarded by the Department of 
Defense for the 5-year period July 1, 1950, to June 30, 1955. In the 
2 years from July 1, 1953, to June 30, 1955, the top 100 companies 
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received 65.4 percent of all military prime contract awards meas- 
ured in dollars. Statistics for the period January 1 to June 30, 1955, 
indicate still greater increase in the concentration of military prime 
contracts. In that 6-month period the 100 largest companies received 
68.4 percent of the dollars spent by the Department of Defense on 
military prime contracts. 

We are disturbed by these trends and have, therefore, requested 
representatives of the Department of Defense to appear before this 
subcommittee in this series of hearings to inform us relative to the 
efforts they have made to foster smal!-business participation in mili- 
tary procurement and to advise us as to the results of their efforts. 

Today’s first witness will be the Honorable Thomas P. Pike, Assist- 
ant Secretary of Defense for Supply and Logistics. 

Mr. Pike, accompanying you are Mr. Hamlin, Mr. Nash, and Mr. 
Whiting. Are all of you going to be around the table at the same 
time ? 

Mr. Pree. Mr. Chairman, they are accompanying me and, perhaps, 
it might be well for them to be with me. 

Senator Sparkman. I would like to say for the record that Sen- 
ator Smathers, chairman of this subcommittee, fully intended to be 
here when the hearings were scheduled, but, unfortunately, had to 
be out of the city today. Other members of the subcommittee find 
themselves tied up with other committee meetings. 

I regret that we do not have the full subcommittee here or other 
members of the full committee; but this hearing becomes a matter of 
record and it will be submitted to the various members of the subcom- 
mittee and the members of the full committee who wish to see it. 

We are very glad to have you, Mr. Pike. We will be pleased for 
you to proceed as you see fit. 


STATEMENT OF HON. THOMAS P. PIKE, ASSISTANT SECRETARY OF 
DEFENSE (SUPPLY AND LOGISTICS); ACCOMPANIED BY JOHN 
HAMLIN, DIRECTOR, OFFICE OF SMALL BUSINESS; JAMES P. 
NASH, OFFICE OF THE GENERAL COUNSEL; AND R. B. WHITING, 
ASSISTANT STAFF DIRECTOR, MOBILIZATION PLANNING AND 
STATISTICAL DIVISION, OFFICE OF THE ASSISTANT SECRETARY 
OF DEFENSE (SUPPLY AND LOGISTICS) 


Mr. Pixs. Thank you, Mr. Chairman. It is a pleasure for me to 
appear before this committee today and I have a prepared statement 
which I would like to read. I apologize for the length of it. Our 
efforts in this field have been quite extensive and I feel that the full 
explanation of these efforts, perhaps, justifies the 20-page length 
of my statement; so, with your permission, I would be happy to pro- 
ceed. 

Senator SparkMAN. We would be very glad to have the full state- 
ment, 

Mr. Prxe. Mr. Chairman, when I first appeared before you a little 
more than a year ago to report on our program to help small business 
get a fair share of defense procurement I told you that in my opin- 
ion we had made a good start along three major avenues of approach 
which I found open to me as an Assistant pa of Defense. I 
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can now tell you that we have gone a long way toward the realization 
of these opportunities. 

With respect to the “formulation of good sound policy” we have, 
since I became Assistant Secretary of Defense (Supply and Logistics), 
rewritten, and the services have implemented, our two chief policy 
papers on small business, 4100.10 and 4100.9, and we have rounded 
out our policy coverage with our paper on subcontracting to small 
business, Department of Defense Instruction 4100.20. As to the crea- 

tion of “enthusiasm and determination” to carry out small-business 
policy on the part of our people with small-business responsibilities, 
it is my belief that the small-business program has largely achieved 
acceptance In Defense as a program that we embrace because we be- 
lieve in it fundamentally and because it is closely identified — our 
best interests, and not merely a “social” obligation imposed by law. 
As for the third approach to our program which I proposed—whole- 
hearted cooperation with Congress, the Small Business Administra- 
tion, and other agencies of Government with small-business responsi- 
bilities in this area, we have made very satisfactory progress. 

The credit for this development within the Department of Defense 
very largely belongs to our Secretary of Defense, Mr. Charles E. 
Wilson, who has continued to press me for the rapid and effective 
completion of our small-business plans. 

I expect that the aggressive support I have had in small-business 
matters from the procurement secretaries of the military departments 
is well known to you. It has been especially gr atifying to me to see 
the chiefs of the offices of small business of the militar y departments 
receive various marks of recognition and advancement. ‘The three of 
them have been untiring and effective in support of our plans. 

So much for a broad statement of the progress and present status of 
our program. I would like now to discuss in detail some of the in- 
dividual policies and problems in which this committee has shown an 
interest in the past or which I consider deserving of our attention. 


AN EQUITABLE OPPORTUNITY TO SMALL BUSINESS 


Assuring an equitable opportunity to compete for defense business 
to small-business concerns is the very heart of our small-business 
program. Nothing can exceed it in importance nor surpass it in scope 
of potential benefits. The elements of an equitable competitive oppor- 
tunity are contained in our Department of Defense Directive 4100.10, 
and I want to emphasize that it is our policy that these elements shall 
be present so far as possible in all defense procurements. 

I am in complete agreement with the comment of this committee 
that “without realistic implementation” the policy “will serve no useful 
purpose,” and that “every effort must be taken to insure that those in 
responsible positions carry out the policy in detail.” 

With respect to implementation by the military departments, I can 
tell you that this basic policy has me fully and accurately imple- 
mented by the military departments with departmental policy state- 
ments which make the language and the spirit of the Department of 
Defense directive the clear-cut policy of each department. As to the 
good will and determination of the departmental Secretaries and their 
small-business organizations toward these policies, there is no disposi- 
tion anywhere that I have observed to question the justice and desir- 
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ability of the defense commitment to assure an equitable competitive 
opportunity to small concerns. 


SMALL-BUSINESS PERSONNEL 


I am in complete agreement with the statement of this committee 
that “capable personnel, adequately compensated, and vested with 
proper authority are fundamental to the program.” 

I have acted on the recommendation of this committee that each 
department make a review of the workloads of the small-business of- 
fices to determine whether small-business personnel are adequately 
housed, staffed and compensated. I have directed the military depart- 
ments to make such a study and to exchange the results in order that 
they may determine whether comparative personnel are uniformly 
compensated and staffed, and I have directed that appropriate cor- 
rective measures be taken where circumstances indicate the need. 
These studies are presently in progress. 

With respect to the further recommendation of this committee under 
this heading, that uniform job classifications and ratings be recom- 
mended to the Civil Service Commission for adoption, [ am pleased 
to inform you that such recommendations were made on April 13, 
1956, by the Assistant Secretary of Defense (Manpower, Personnel 
and Reserve) after consultation with appropriate elements of the mili- 
tary departments, of the Small Business Administration and repre- 
sentatives of my staff. 

I might note here that we have had an acknowledgment from the 
Civil Service Commission of this communication and advice to the 
effect that they have the matter under advisement. 


DEFINITION OF SMALL BUSINESS 


The reports of this and other congressional committees have indi- 
cated that the committees believe that the Department of Defense has 
opposed a change in the definition of “small business” to bring it into 
conformity with the law. This is a mistaken conception. 

The Department of Defense is not opposed to a change of the defi- 
nition of “small business,” provided the change will not impose an 
undue burden on the procurement process. In stating this condition 
we are thinking of the best interests of small suppliers as well as of 
efficient defense procurement. Certainly, we should be very slow to 
establish a definition that obstructs procurement, since this will tend 
to establish the small-business program in the eyes of the contracting 
officer as a conflicting interest. 

On May 2, 1955, more than a year ago, the Defense Department 
recommended to the Interagency Task Force to Review the Definition 
of Small Business that the existing definition be modified. It is our 
view that the element stated in the law as “not dominant in its field of 
operations” and the provision for the Small Business Administration 
to certify individual companies should be recognized in the definition 
and in the procedures of the procuring agencies. 

We think that the selection of a complex definition such as that used 
by the Small Business Administration for loan purposes would be 
impractical for procurement. We think the adoption of such a defi- 
nition would adversely affect our new set-aside program under Depart- 
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ment of Defense Instruction 4100.9 and our new subconstracting pro- 
gram under Department of Defense Instruction 4100.20. We readily 
see how such a change could hurt small-business participation and we 
do not see how it could help it. In the interests of helping small 
business we oppose a change to a complex definition under which small 
business stands to lose much and to gain little or nothing. 

This subject has been reviewed by the Attorney General and by the 
Office of Defense Mobilization. Both of these authorities recognized 
the practical difficulties and favored leaving the solution to the inter- 
agency task force. 

We fully support this view and have contributed to the work of this 
task force since its inception. The time which this job has required 
reflects the inherent difficulties, chiefly of setting up a workable cer- 
tifying procedure integrated with the definition. ‘The delay in solv- 
ing these problems does not reflect any lack of cooperation or good 
will on the part of the Department of Defense. 

The work of this interagency task force has demonstrated that the 
yrocuring agencies of Government are, so far as I know, unanimous 
in the opinion that the definition used by the Small Business Admin- 
istration for loan purposes would not be appropriate for procure- 
ment purposes. 


ADVERTISING VERSUS NEGOTIATION 


A difference of opinion has existed between members of this com- 
mittee and representatives of the Department of Defense as to the 
effect on small-business participation of the use by the Department 
of Defense of negotiation as a method of procurement. 

When I testified before you in April 1955 I told you that I had given 
the subject careful consideration and that it was my opinion that the 
use of negotiation in cases where it is authorized by Defense policy 
is functioning as a practical matter in a way that is in the best in- 
terests of the taxpayer and of the national defense and at the same 
time is not adverse to the interests of small business. I said I thought 
that it might even be operating to give a net overall benetit to small 
firms. 

As I told you then, I had obtained the et views of the three 
procurement Secretaries and they agreed with me without exception. 

Your committee, however, was not inclined to agree. In your mili- 
tary procurement report issued July 30, 1955, you said that small-busi- 
ness firms have the feeling that they fare better in getting a pro- 
porsene share of Government contracts where the contracts are let 

y the advertised method and that the committee shares this belief, 
at least with respect to the important area of procurement which ex- 
cludes small purchases at one end of the scale and items admittedly 
not in the small-business potential at the other end of the scale. 

I then recognized that, in order to get a definitive answer to this 
question, we would need to have precise information on the areas of 
our interest which had not previously been available to us. The 
changes in procurement reporting introduced in July 1955 made it 
possible for the first time to obtain such information. We took advan- 
tage of this opportunity and made such a study, based on the first 
4 months of fiscal year 1956. This study has been published under 
the title “Effect of Advertising, Negotiation and Synopsis on Small 
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Business Participation in Defense Procurement,” and copies have 
been made available to you in advance of these hearings. 

This study shows that in the area of Army and Navy procurements 
of supplies and services over $10,000 and in the small-business poten- 
tial, small-business concerns obtained a substantially larger portion 
of the part of the potential procured by negotiation (73 percent) 
than of the portion of the potential procured by advertising (49 per- 
cent). With respect to procurements of construction, that is to say 
generally, the procurements of the Army Engineer Corps and of 
the Navy Bureau of Yards and Docks, small concerns got about the 
same percent by either method. The study further shows that small 
business obtained a large share (67.9 percent) of the procurements 
under $10,000, on which we do not get individual procurement action 
reports. It did not, of course, obtain any part of those procurements 
which were not in the small-business potential, 

Senator Sparkman. Does that apply to that whole paragraph? 
For instance, I was thinking of this: “This study shows that in the 
area of Army and Navy procurements of supplies and services over 
$10,000 and in the small-business potential, small-business concerns 
obtained a substantially larger portion of the part of the potential 
procured by negotiation (73 percent) than of the portion of the poten- 
tial procured by advertising (49 percent) .” 

In other words, the whole thing relates to the same group? It is 
the small-business potential? 

Mr. Prxe. That is correct, Mr. Chairman. 

The data furnished in this report have been checked by members 
of my staff and of the military departments, and the conclusions which 
I have stated have received review and confirmation. Subject to the 
limitation on the data imposed by the relatively short time of 4 months 
for which information was available, I believe it is fair to say the 
data present conclusive answers in the area of our inquiry. 

If the results of further investigation, based on a longer time period 
of, say, a year, confirm those now available, I would consider that 
the proposition that procurement by negotiation is not detrimental 
to small-business participation would be well established, and I would 
submit there is a compelling indication that, in many areas of pro- 
curement, negotiation is highly advantageous to the small concerns. 

Although the study to which I have referred is a rather long and 
detailed one, it is especially pertinent to all our thinking on how best 
to help small business, and for this reason I suggest that consideration 
be given to incorporating this report in the record of this hearing. 

Senator SparKMAN. That will be done, Mr. Secretary. 

(The material referred to appears in Appendix I, p. 235.) 


SUBCONTRACTING TO SMALL BUSINESS 


Mr. Prxr. When I appeared before you about a year ago I had 
recently signed Department of Defense Instruction 4100.20, Defense 
Small Business Subcontracting Policy, undertaking to cover for 
the first time with a specific policy statement and program the im- 
portant area of subcontracting. I am now pleased to inform you 


that this policy has been well received and that I am informed by the 
military departments that most of the large military prime contractors 
who have been urged to set up company programs have done so. 
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My information is that in the neighborhood of some 300 majer prime 
contractors have undertaken to set up within their own concerns a 
small-business program such as we call for in this directive. 

It is my observation that this program has, beyond any doubt, 
successfully alerted these contractors to the will of Congress and, in 
general, has enlisted their willing cooperation. 

If I may digress from my prepared statement again briefly, one 
interesting manifestation of this is in the national-magazine and 
trade-magazine advertising of a good many of these large contractors. 
They have been advertising that their business is good for the com- 
munity because such-and-such dollar volume has been placed with 
the small business in the community. 

You have in mind, I am sure, that an important feature of this pro- 
gram envisaged regular reports by these contractors on the extent of 
their subcontracting with small-business concerns. I am pleased to 
report to you that a reporting system considered appropriate for this 
purpose has been developed. ‘This system has been extensively co- 
ordinated within the Defense Department, with the Small Business 
Administration, and with industry. Representatives of the Small 
Business Committees of the Senate and the House of Representatives 
have been furnished copies and consulted on the proposal. The re- 
vised procedure incorporating the best thinking of the coordinating 
agencies has been furnished to the Bureau of the Budget for formal 
approval and was the subject of a panel review of the Bureau of the 
Budget’s Industry Advisory Council on May 10, 1956. 

I am delighted to be able to report that at this meeting the Bureau 
of the Budget did give their approval, as of Friday, May 18, to this 
new form. 

I expect the new proposed procedure will be in use by the military 

rime contractors by the beginning of fiscal 1957 and that information 
fased on the reporting will be available about May 1957. 

It is my belief that these reports will serve several purposes. I 
expect them to supply us for the first time with partial information 
on the extent of first-tier subcontracting to small business by prime 
contractors of the military departments and hence a new indication 
of the total share going to small-business concerns. I also expect to 
information in the hands of the prime contractors will focus thei: 
attention on carrying out the established Department of Defense 
a of extending an equitable competitive opportunity to small 

usiness on defense subcontracts. 


COOPERATION WITH THE SMALL BUSINESS ADMINISTRATION 


The major policy action in the small-business field which has been 
taken by the Department of Defense during the past year was the 
revision of Department of Defense Instruction 4100.9, Cooperation 
With the Small Business Administration, dated November 14, 1955. 

In April 1955, I told this committee that it was my intention to 
cooperate wholeheartedly with the Small Business Administration and 
to make it as easy as possible for Mr. Wendell 1. Barnes to consult and 
cooperate with us in our joint efforts to assist small business. The 
Department of Defense Instruction 4100.9 is designed to accomplish 
this objective. It is designed to pick up the set-aside program of the 
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Small Business Administration and to go all the way in cooperating 


with that program. In the language of the instruction, its purpose is 
to— 


increase the participation of small business in defense production to the maxi- 
mum extent possible by the set-aside device consistent with the primary procure- 
ment responsibility of the Defense Department. 


This committee has already reviewed and commented with approval 
= the new instruction. For this reason I will not repeat its provisions 

iere. 

Our cooperative relationship with the Small Business Administra- 
tion has continued to improve over the past year under the leadership 
of Mr. Barnes. No small share of the credit for these good relation- 
ships is owing to the tact, judgment and hard work of the Small Busi- 
ness Administration liaison officer, Mr. Theodore Haugh. Ted Haugh 
has continued to share offices in the Pentagon with my Director for 
Small Business, Mr. John Hamlin, taking part in all meetings on 
small-business matters—along with additional Small Business Admin- 
istration representatives on appropriate occasions—and contributing 
to our thinking on small-business policy as fully and freely as though 
he were a member of my own staff. 


IMPLEMENTATION BY THE MILITARY DEPARTMENTS OF DEFENSE SMALL- 
BUSINESS POLICIES 


Members of this committee have commented favorably from time to 
time on policy actions taken by the Department of Defense to assure 
small-business concerns a fair share of defense procurement. Recent 
policy actions which have received this favorable comment include 

Jepartment of Defense Directive 4100.10, Revised Department of 
Defense Small Business Policy, and Department of Defense Instruc- 
tions 4100.20, Department of Defense Small Business Subcontracting 
Policy, and 4100.9, Cooperation With the Small Business Adminis- 
tration. 

The committee has usually coupled such comments with emphasis 
on the necessity of wholehearted implementation of these Department 
of Defense actions by the military departments in order to obtain the 
potential benefits under the policies. 

I am pleased to bring to the attention of the committee Department 
of Defense Directive 5025.1, Department of Defense directives system, 
which provides in section VII for review of proposed military depart- 
ment implementing documents by the office of the Secretary of Defense 
prior to issuance by the military departments. This procedure was 
followed in connection with the implementation by the departments of 
Department of Defense Instruction 4100.9, Cooperation With the 
Small Business Administration. We determined that the proposed 
implementing actions followed closely the letter and spirit of the 
Defense instruction and notified the Secretary of Defense that the 
proposed actions were in compliance. 

We also consulted with the Smal] Business Administration in con- 
nection with these reviewing actions, and the Small Business Admin- 
istration specifically approved the departmental actions. 

At the same time that they were implementing Department of De- 
fense Instruction 4100.9, Cooperation with the Small Business Admin- 
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istration, November 14, 1955, the Army and the Air Force rewrote 
their implementations of our other two principal small-business policy 
documents, Department of Defense Directive 4100.10, Revised Depart- 
ment of Defense Small Business Policy, Dee ember 16, 1954, and 
Department of Defense Instruction 4100.20, Department of Defense 
Small Business Subcontracting Policy, Apr il 19, 1955, and obtained 
the same prior approval of their proposed issues from my office. The 
Small Business Administration also coordinated on and endorsed these 
implementations. 

Since taking these implementing actions, the military departments 
have given the new policies prompt and wide distribution among pro- 
curement personnel and have utilized field trips of their small- business 
edvisers and other appropriate measures to alert the field personnel 
to the new policies and to insure their comprehension and whole- 
hearted support in day-to-day action. 

Revisions of reporting procedures are expected to provide an im- 
proved management tool by means of which the departments and my 
office can be informed of the results obtained under these policies and 
of the modifications that may from time to time be required. 

These actions taken together and in conjunction with the developing 
good will toward this program provide every possible reasonable assur- 
ance that the policies which you have approved at the Department of 
Defense level will be followed with thoroughness and consistency in 
their day-to-day application. 


SUITABILITY 


You letter of April 18, 1956, inquires about “revised ‘suitability’ 
criteria” which may have been adopted during the past year. 

Influenced in part by the thinking of this committee as well as our 
own judgment, we have determined ‘to discontinue the use of the term 
“suitable” and of the concept of “suitability” as well asthe word. We 
did not think any useful purposes would be served by simply replacing 
one word with another, : and for this reason, str ictly speaking, there are 
no “revised criteria for suitability.” 

Our reasons for rejecting the concept as well as the term are that (1) 
the concept implies a subjective decision which may, and normally 
would, vary from person to person and hence is not something suscep- 
tible of objective measurement with significant results, and (2) any 
criteria established would necessarily be subject to this varying indi- 
vidual evaluation by those applying the standards. 

We have determined, in the place of any such evaluation procedure 
as estimating “suitability,” to report the following: 

(1) Procurements resulting in awards to small business. 

(2) Procurements which were not offered to smal] business : 

(a) Procurements of items for which no small-business sources 
are known. 

(6) Procurements of items for which small-business sources are 
known but which for legal reasons such as patents, or for physical 
reasons such as quantity required, or for overriding military con- 
siderations such as the preservation of an essential source, required 
to be placed with a large business concern. 

(3) Procurements which were offered to small-business concerns, but 
not awarded for specified reasons such as: 

(a) Small business did not bid, or 

(6) Small-business bid was not the low bidder. 
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We feel that the new method of reporting will overcome the difficul- 
ties inherent in determining “suitability,” that it will be consistent 
with our fundamental obligation to small business, that it be given an 
equitable opportunity to compete, and that it will provide us with a 
useful management tool to secure the consistent application of our 
policies aimed at giving an equitable competitive opportunity. 


MAINTENANCE OF THE MOBILIZATION BASE 


To inform your committee on. the subject of mobilization base ac- 
tions, I have made two submissions. In my letter of May 7, 1956, ] 
furnished an analysis of the Department of Defense Prefer ential 
Planning List which showed the number of items on the present list 
in each major procurement program, including the range of unit prices, 
and the number of items for which known small-business sources do 
or do not exist. 

(The letter referred to is as follows :) 


ASSTSTANT SECRETARY OF DEFENSE, 
SUPPLY AND LOGISTICS, 
Washington, D. C., May 7, 1956. 
Hon. JoHN J. SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate. 

DEAR SENATOR SPARKMAN: The Senate Small Business Committee has indi 
cated an interest in the kind of items that are on our preferential planning list 
(PPL) and the extent to which these items are in the small-business potential. 
The committee has suggested the small business advisers of the military depart- 
ments and of the Office of the Secretary of Defense review the list in order to 
estimate answers to these questions. I personally shared your interest in this 
subject and that of the committee but I did not feel that a detinitive answer could 
be obtained from such estimates, and for this reason I have obtained from the 
military departments a survey report on the number of known small-business 
sources for these PPL items. 

Here are the results of this survey by the military departments : 


ARMY 


Guided missiles.—All guided missiles procured by the Army have a unit cost 
in excess of $100,000, and there are no known small-business sources for any 
of them. 

Ships.—The Army procures one item in the small-craft category that is listed 
onthe PPL. There is 1 large and 1 small source for the item. 

Vehicles. —Nineteen (73 percent) of the Army items in this category have a 
unit cost over $10,000. There are no known small-business sources for 24 of the 
total of 26 items, but for the 2 items for which known small-business sources 
exist, there are more than 5 known small-business sources for each. 

Weapons.—Of the 438 listed items in this category 28 cost between $100 and 
$5,000 each. Of these there are known small-business sources for 8 items with a 
range of from 1 to 14 known small-business sources for each. There are 2 items 
with a unit cost of less than $100, and 1 small-business source exists for 1 of 
them. For 13 items with unit costs over $5,000 (3 with unit costs over $100,000), 
there are no known small-business sources. 

Ammunition.—All of the ammunition items (except for small arms) are pro- 
cured as component parts and assembled in Government plants. Of the 53 
listed end items in this category, 51 cost less than $5,000 each and 46 cost less 
than $100 each. There are known small-business sources of at least 1 component 
for all of these 51 items, and there is more than 1 such source in all but 8 in- 
stances. In 23 cases there are from 3 to 10 known sources, and in 12 cases, more 
than 10 sources, and in 4 of the latter cases, more than 25 sources. There are 
two items with unit costs in excess of $100,000 and for these items there are no 
known small-business sources. 
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Electronics.—Of the 72 items in this class, 44 cost between $100 and $5,000 
5 cost less than $100 each and 13 cost more than $10,000 each. Fer 19 of the 
72 items there are known small-business sources, in 14 cases 1 such souree for 
each item. Of the 13 items costing over $10,000 each, 1 known small-business 
source exists for 1 item. For the two electronics items with a unit cost over 
$100,000, no knewn small-business source exists. 

Misccllaneous.—5S2 of the 74 items listed in this heading cost between $5,000 
and $100,000 each; 18 cost less and 4 cost more. There are known small-business 
sources for 46 of the 74 items. For 16 items there is only 1 known small-business 
source; for the remaiming 30 there are multiple sources ranging up to more 
than 25 for 2 items, including 1 item costing more than $100,000 with more than 
25 known small-business sources. 

The following is a Summary of the Army PPL items by whit cost categories with 
respect to their availability from small suppliers. 


Army preferential planning list items 
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Aircraft.—All of the 54 items in this class cost over $10,000 each and 44 of 
them cost over $100,000 each. There are no known small-business sources for 
any of them. 

Guided missiles.—All of the 14 items in this class cost over $5,000 each and 8 
of them cost over $100,000 each. There are no known small-business sources for 
any of them. 

Ships.—All of the 67 items in this class cost over $100,000 each. Known small 
business sources exist for 28 of the 67 items and in 26 of the 2S instances the 
number of known small-business sources per item is 11 or more. 

Vehicles.—The Navy lists 5 items in this category, 4 of which have unit prices 
between $5,000 and $100,000. There are known small-business sources for all 4 
of these vehicles, and they range in number from 3 to more than 25 in 2 in 
stanees. For the 1 vehicle with a unit cost under $5,000, no known small-business 
source exists. 

Weapons.—Of the 22 items listed 10 cost over $100,000 per unit. For 1 item 
out of these 10 there is a small-business source ; for the other 9 no small-business 
sources are known. For the 12 items in this category costing under $100,000 
there are no known small-business sources. 
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Ammunition.—In this instance the data on sources pertain to component parts 
and not the end items. Of the 53 end items in this class, 483 cost under $5,000 
per unit and small-business sources are known for some components of 29 of 
these. The remaining 10 items cost from $5,000 to $100,000 each and there are 
no known small-business sources for these items. 

Electronics.—Of the 130 items in this class, 16 cost over $100,000 each, 45 be- 
tween $10,000 and $100,000, and 7 under $100 per unit. Smail-business sources 
exist for 64 of the 130 items and in 50 of these 64 cases the number of such 
small-business sources ranges from 3 to more than 25. Among the 16 items 
costing over $100,000 each, however, there is 1 item with 1 small-business source. 
The other 15 have no known small-business source. 

Misccllancous.—Fourteen of the twenty-two items listed under this heading 
cost less than $5,000 each; 17 items of the 22 (11 of them under $5,000) have 
known small-business sources. The small-business sources per item range from 
1 to more than 10. 

The following is a summary of the Navy PPL items by unit cost categories 
with respect to their availablity from small-business suppliers. 


Navy preferential planning list items 
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! Indicates items classified in this heading because some of the components of the end items are obtainable 
from small-business sources, 

3 Indicates the number of cases on which the detailed information is available and on which the average 
was computed, 





AIR FORCE 


Aircraft—aAll of the 73 items in this category cost over $10,000 each and 30 
of the items cost over $100,000 each. There are no listed small-business sources 
for any of them. 

Guided missiles.—Of the 9 items listed in this category 8 have a unit cost in 
the $10,000 to $100,000 range and 1 is under $10,000. There are no listed small- 
business sources for any of them. 

Vehicles.—Of 4 items listed on the preferential planning list in this category 
all cost over $10,000 each and there are more than 25 small-business sources for 
each item. 

Ammunition.—The AF lists only one ammunition item on the preferential 
planning list. The unit cost of it is under $100 and there are more than 25 
listed small-business sources for the item. 

Electronics.—Of the 130 items listed on the preferential planning list in this 
class 18 cost over $100,000 each, 52 cost between $10,000 and $100,000, 19 cost 
between $5,000 and $10,000, 39 between $100 and $5,000, and 2 less than $100 
each. There are listed small-business sources for all but 5 of the 130 electronic 
items and the number of small-business sources listed is over 25 in all cases but 
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§: in numerous instances more than 100 small-business sources for an item are 
listed. 

Miscellaneous.—Of the 20 items in this class 15 cost between $100 and $5,000 
and the rest have higher unit costs. There are listed smail-business sources 
for all items in the class and more than 25 such sources for all but 1 item. 

The following is a summary of the AF PPL items by unit cost category with 
respect to their availability from small-business suppliers : 


Air Force preferential planning list items 
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This study provides statistical support for the following general statement 
about the items on the military PPL list. 

(1) About half of them cost over $10,000 each and 23 percent of the items 
cost over $100,000 per unit. 

(2) For two-thirds of these high-price items (307 out of 463) there are no 
known small-business sources. 

(3) The high unit cost items are predominantly in the following programs: 
Aircraft, guided missiles, and ships. 

(4) The relatively lower cost items are in vehicles, electronics, and ammunition. 

(5) For those items which can be made by small business at all (as evidenced 
by there being one or more known small-business source) the number of known 
small-business sources is usually comparable to or greater than the number of 
large-business sources. 

As previously stated the information being provided you in this report is re- 
garded as being far more comprehensive and reliable than might have been 
obtained by the estimating or judgment procedure originally suggested. It is 
believed that it gives an authentic reply to your inquiry as to what kind of things 
are on the PPL, how much they cost and to what extent they are available from 
small business. 

In the interests of precise clarity and to prevent any possible misunderstanding 
I would like to emphasize the following points : 

(1) The information submitted here is about items on the PPL list. It contains 
no information or implication as to the relative frequency or dollar volume of 
purchases of these items. Hence no inferences about the total dollars expended 
by categories are justified. 

(2) An item in a category (such as a specific radar set) may or may not be 
obtainable from a large number of sources. Other items in the same category 
may resemble it rather closely. While a large number of such similar items may 
be obtainable from a large number of suppliers, relatively few different sources 
would be actually in production at a given time or scheduled for mobilization 
production on any one item. 

(3) The Army and Navy screen applicants for listing on bidders’ lists to deter- 
mine their capacity to furnish an item with the objective that firms listed as 
sources on bidders’ lists may generally be taken as capable of supplying the 
items for which they are listed. The Air Force lists applicants on bidders’ lists 
without such a careful evaluation, placing relatively greater reliance on a facil- 
ity’s capability survey to be made in advance of an actual procurement. A 
“known source,” both large or small, is thus a somewhat different term with the 
different departments. This difference probably accounts in part for the fact 
that the Air Force, for many items, shows a larger number of established or 
potential sources than do the Army and Navy. 








78 GOVERNMENT PROCUREMENT—1956 


(4) The PPL list is reviewed and revised periodically in order to assure that 
the items listed are those for which mobilization production planning is of espe 
cial importance. Such reviews may result in changes of items, additions and 
deletions. The information submitted herewith applies to the presently effective 
list. It is expected that the next effective revision is more likely to result in @ 
net reduction in number of items than in a net increase. 

(5) Where information on the number of contractors, both large and small, is 
furnished in this report it pertains to prime contractors only. No information 
is available on the extent to which small-business concerns are utilized in the 
production of these items as subcontractors. 

I am personally pleased, as I believe you will be, to have the additional profile 
information on PPL procurement afforded by this report. It demonstrates to my 
satisfaction that the items which have been designated for this special planning 
attention are, in general, expensive and complicated items for which, in most 
cases, no known small-business source exists. It further demonstrates, and I 
am very pleased to see this, that for those items for which small sources are 
known, small-business sourees are for the most part present on the bidders’ lists 
in representative numbers. 

I would appreciate your bringing this report to the attention of Senator Thye 
who has shown particular interest in this subject. 

Kindest personal regards and good wishes. 

Sincerely, 
T. P. Prme. 


Mr. Prxe. In a separate letter dated May 16, 1956, I supplied in- 
formation on procurements of preferential planning list items for 
the period February to December 1955, including the percentage of 
such awards made to small business concerns. 

(The letter referred to is as follows:) 


ASSISTANT SECRETARY OF DEFENSE, 
SUPPLY AND LOGISTICS, 
Washington, D. C., May 16, 1956. 
Hon. Grorce A. SMATHERS, 
Chairman, Government Procurement Subcommittee, Select Committee on 
Small Business, United States Senate. 

Dear Mr. Smatuers: In reply to your letter of April 18, 1956, informing me of 
the proposed hearings of the Government Procurement Subcommittee of the 
Senate Select Committee on Small Business on Tuesday, May 22, 1956, I shall 
be pleased to attend and to furnish you with information on the subjects in 
which you have indicated an interest. 

In accordance with your suggestion that detailed data and extended analyses 
be submitted in writing and in advance of the hearings, information on the 
following subjects already has been furnished to the Select Committee on Small 
business: 

(1) Department of Defense preferential planning list items; letter dated 
May 7, 1956. 

(2) Single service procurement; letter dated April 17, 1956. 

(3) Summary of progress payments on prime contracts at December 31, 1955; 
letter dated April 16, 1956. 

(4) Military prime contracts with small business and other contractors, July- 
December 1955; mailed on March 19, 1956. 

(5) Military prime contracts with small business, fiscal year 1955 summary ; 
mailed on October 10, 1955. 

(6) Effect of advertising, negotiation, and synopsis on small business participa- 
tion in defense procurements; submitted herewith. 

(7) Analysis of qualified products lists; letter of May 11, 1956. 

(8) Purchase actions of $10,000 or more for DOD preferential planning list 
items, as of December 31, 1955; submitted herewith. 

(9) Military prime contracts with business firms in the United States for 
experimental, developmental, and research work, July 1 to February 29, 1956; 
mailed on April 15, 1956. 

I believe that these submissions taken together with my presentation on May 22 
will respond to the areas of your interest. 

Sincerely, 


T. P. PrKe. 
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Mr. Prixe. The information contained in these submissions has 
served to further reassure me that our policies aimed at maintaining 
the mobilization base are not functioning in a manner detrimental to 
the interests of small business. 


PROGRESS PAYMENTS 


This committee has indicated its wish that it be furnished informa- 
tion on the use of progress payments by the military de partments simi- 
lar to that previously furnished. This information has been sub 
mitted to you with my letter dated April 16, 1956. 

(The matter referred to is as follows :) 


ASSISTANT SECRETARY OF Dert 
SUPPLY AND LOGISTICS, 
Washington, D. C., April 16, 1956 
Hon. JOHN J. SPARKMAN, 
United States Senate. 

DEAR SENATOR SPARKMAN: On several occasions the Senate Small Business 
Committee has shown an interest in the subject of the use of progress payments 
by the military departments, and has indicated a desire that information on this 
subject be furnished to the committee again this year. 

Pursuant to these requests, we are forwarding to you herewith a summary of 
progress payments on prime contracts at December 31, 1955, based on informa- 
tion submitted to the Assistant Secretary of Defense (Comptroller) by the 
military departments. 

We trust that you will find this summary sufficient for your needs. 

Sincerely, 


rm 


P. PIKE. 
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SINGLE-SERVICE PROCUREMENT ASSIGNMENTS 


Mr. Pree. You have also asked to be informed on “the general 
purchasing responsibility as to the larger commodities of each service 
and the general procedure in the single-service system.” Information 
responding to this inquiry was supplied to you with my letter of April 
17, 1956. 

(The material referred to is as follows :) 


ASSISTANT SECRETARY OF DEFENSE, 
Supp_y aNnp Loorstics, 
Washington, D. C., April 17, 1956 
Hon. JoHN J. SPARKMAN, 
Chairman, Senate Select Committee on Small Business, 
United States Senate, Washington. D. C. 


DEAR SENATOR SPARKMAN: In an informal memorandum dated February 10, 
1956, the Senate Small Business Committee staff requested among other things 
information with respect to Department of Defense progress in centralizing 
procurement under single-procurement assignments and the general procedures 
followed under that program. Your committee staff indicated that this infor 
mation was desired in order that the committee might be better acquainted 
with the Department of Defense single-service procurement program at the May 
16, 1956, hearing of the committee on military procurement. 

Basically, the Department of Defense single-procurement program is an 
extension of the Army and Navy World War II program for coordinating the 
procurement of common-use items and technical equipment. The National 
Security Act of 1947, as amended, and the Armed Services Procurement Act of 
1947, as amended, are the current legal bases for the program. The intent of 
the program as set forth by the National Security Act is that the Secretary of 
Defense shall make “assignments of procurement responsibility among the several 
military departments * * * for the greatest practicable allocation of 
technical equipment and common-use items on the basis of single procurement,” 
with a view toward obtaining greater economy, efliciency, and service in military- 
procurement programs, 

To date, the Department of Defense single-procurement program includes 
some groups of technical equipment and a majority of the common-use items 
required by the military departments. In addition, the Departinent of Defense 
has entered into single-service purchasing arrangements with the General Serv- 
ices Administration pursuant to the Federal Property and Administrative Services 
Act of 1949, as amended. Enclosure (1) attached hereto is an up-to-date listing 
of items or groups of items currently assigned under the Department of Defense 
procurement assignment and the DOD-—-GSA interagency purchase assignment 
programs. 

Generally, requirements for items under single procurement are submifted on 
a phased submission schedule and are centrally procured by a single military 
department or by the General Services Administration. There are, however, 
certain exceptions to this statement ; these exceptions are purchases of emergency 
requirements, small dollar volume requirements, research and development re 
quirements, and items coded for local purchase. 

As a matter of especial interest to the committee, you are advised that the 
American small-business man may obtain complete information as to the actual 
purchasing location for all items including those under single procurement, and 
may receive information concerning how to get on the bidders’ list for such items 
by simply contacting the nearest small-business specialist at military installations 
and major purchasing activities, or by contacting the Central Military Procure 
ment Information Office in the Office of the Assistant Secretary of Defense 
(Supply and Logistics), Pentagon. The room number of this office is 3E-—825, and 
the telephone number is LIberty 5-6700, extension 71481. Additionally, the 
Department of Defense has published two pamphlets, available from military 
purchasing activities or the Superintendent of Documents, Government Printing 
Office. These pamphlets, copies of which are also attached, explain our purchas- 
ing procedures and list our principal purchasing offices and the items procured 
by each. 

It is to be noted that the Department of Defense single procurement responsi- 
bility covers only such functions as purchasing, contract administration, arrange 
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ment for inspection, and arrangement for transportation and does not include 
supply support responsibilities. The Department of Defense single-manager 
program for common-use items is intended to cover these latter functions in 
addition to procurement for certain commodity groups currently under single- 
service procurement assignment. These groups of commodities are: Subsistence; 
medical supplies; petroleum products; clothing, textiles, and footwear; and 
photographic equipment. However, procedures implementing the assignments 
of single-manager responsibility are not expected to materially affect current 
procurement arrangements for these commodities. 


If there is any further information that you or your committee staff desire in 
relation to military procurement, please let us know. 
Sincerely yours, 

T..P. Pres. 
Enclosures : 3. 

1. DOD Instruction 4115.1, dated October 12, 1955. 

2. How To Sell to the DOD. 

3. Purchased Items and Purchasing Locations of the DOD. 


(Enclosures retained in committee files. ) 


QUALIFIED PRODUCTS LISTS 


Mr. Prix. The committee has also requested information on qual- 
ified products lists with a view to determining what approximate 
volume of procurement might be involved and whether small firms 
are well represented as sources. We have determined that the volume 
of qualified products list procurements amounts to about 1.2 percent 
of our total procurements—that small concerns are the only qualified 
sources for some 17 percent of the items and 5 percent of the dollar 
volume, and that small concerns as well as large concerns are qualified 
as sources for about 66 percent of the items and 88 percent of the dol- 
lar volume. In the cases where both large and small concerns are 


listed, the average number listed is 6 small firms per items and 5 large 
firms per item. 


A more detailed report on this subject has been furnished you 
with my letter of May 11, 1956. 
(The letter referred to follows :) 


ASSISTANT SECRETARY OF DEFENSE, 
SuPPLY AND LOGISTICs, 


Washington, D. C., May 11, 1956. 
Hon. JoHN SPARKMAN, 


Chairman, Select Committee on Small Business, 
United States Senate. 

DEAR SENATOR SPARKMAN: This is a followup of our previous correspondence 
dealing with qualified products lists. The majority of questions raised in your 
letter of October 26, 1955, were answered by our letter of January 1, 1956. 
The balance of the information sought by you is contained in succeeding para- 
graphs of this letter. As agreed by members of our respective staffs on 
December 6, 1955, this information includes an indication of the “order of 
magnitude” of military dollars expended for qualified products lists items. 

We are all familiar with the uses of the QVL’s from the point of view of 
military procurement and we believe the advantages from this point of view 
and the necessity of using this procedure in appropriate cases is generally con- 
ceded. However, there were several questions which we believed needed 
answers. What impact does the QLP procedure have on small-business con- 
cerns? In terms of dollars, is a large part of our defense procurement involved? 
In the broad averages are the procedures helpful or detrimental or neutral with 
respect to small business participation? A study which we have recently 
completed now enables us to answer these questions. 

In fiscal year 1955, requisitions for QPL items totaled approximately $200 


million. This was slightly over 1 percent of the $16,404 million total procure- 
ments during the same period. 
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Our study further shows that the 1,247 QPL lists currently in effect, 216 or 
17 percent contain only small businesses as qualified sources. An additional 629 
or 51 percent contain both large and small concerns as qualified sources. 

It is clear that until such time as a large firm secures listing as a qualified 
source, the items with only small firms listed as qualified sources will be pro- 
cured exclusively from small-business concerns. In this area the QPL program 
operates in practice as a set-aside for small business. We estimate that about 
5 percent of the QPL item dollars are in this category and you will note that this 
is a substantially higher percent of set-asides for small business than has been 
attained in our general program to make set-asides. 

We were further especially interested to know whether the small firms re- 
ceived a fair competitive chance for the QPL business on items where both 
large and small sources are qualified. We estimate this category to be approxi- 
mately 83 percent of the QPL procurements by dollars, and therefore, by far the 
most important category in point of size. Our study shows that for the 629 
items in this category there are 3.565 small qualified suppliers and 3,172 large 
qualified suppliers, or an average of approximately 6 sma!l and 5 large suppliers 
per QPL. 

We believe that this study furnishes us with a firm foundation for the fol- 
lowing conclusions: ° 

(1) The share of defense procurement dollars represented by the purchase 
of QPL items is not large, about 1.2 percent. 

(2) Small firms are the only qualified suppliers for about one-sixth of the 
items and about 5 percent of the dollars. 

(3) Small firms are qualified suppliers for over two-thirds of the items and 
about 88 percent of the QPL dollars, and where both are represented, the small 
suppliers are slightly more numerous than the large in a 6 to 5 ratio. 

Taken together, these conclusions indicate that the QPL procedures almost 
certainly do not limit small-business participation and may have the effect 
of increasing it. 

Our January letter stated that you would be informed as to the kinds of pub- 
licity media currently utilized by the military departments in their imple- 
mentation of the armed services procurement regulation mandate that publicity 
be given to the intent of any military department to place an item on a QPL. 

The Department of the Army utilizes correspondence as its principal publicity 
medium. Procurement offices solicit submission of samples from known potential 
sources in the respective geographic areas and, where appropriate, inform 
trade organizations. The letters to manufacturers outline the conditions gov- 
erning qualification and urge the early submittal of products for qualification 
testing. 

The Navy’s practice is to require that the bureau or office responsible for quali- 
fication send a notice to the Department of Commerce for publication in the 
Synopsis of United States Government Proposed Procurement, Sales, and Con- 
tract Awards. This notice is marked “Qualification Test Information” and 
contains the name of the product, the specification applicable, and the name and 
address of the activity to be contacted for complete information. In addition, 
the Navy requires that the Navy Technical News, published by the Office of 
Information, Department of the Navy, contain a news release reporting new or 
revised specifications which require QPL’s. Where appropriate, the Navy issues 
similar releases to commercial journals or trade magazines of the industry con- 
cerned through established channels for such news releases. Also, contact is 
made directly with individual companies known to be interested in submitting 
products for qualification testing under the applicable specification. Where 
appropriate, trade associations in the particular industry also are notified. 

The Air Research and Development Command of the Department of the Air 
Forces issues daily a report of new, canceled and revised specifications containing 
QPL requirements. This report lists and identifies all such specifications cover- 
ing commodities required by the Air Force. The report is distributed daily to 
all Air Force procuring activities. These procuring activities then notify all 
known manufacturers by letter. This notification states the Air Force policy on 
procurement of qualified products and encourages interested manufacturers to 
contact the Directorate of Engineering Standards, WADC, for engineering data, 
specifications, and instructions for authorization of tests. Interested manu- 
facturers who request that their names be added to the bidder’s mailing list, 
as manufacturers of products covered by a qualified products list, are informed 
of the Air Force’s policy by the responsible procuring activity at Head- 
quarters, AMC, or by the AMC field procuring activities, as appropriate. In 
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addition, recently established Air Force policy requires notice to the Department 
of Commerce for inclusion in the Synopsis of United States Government Proposed 
Procurement, Sales, and Contract Awards. 

We might add that coordination of the specification with industry also serves 
as an initial notification that qualification testing of products will be required. 
A paragraph in the note section of the specification serves as a reminder for 
manufacturers to submit products for qualification testing. 

We think the information furnished above, together with information previous- 
ly submitted by this office, provides answers for all questions asked by you and 
your staff. We trust that this information is satisfactory to you. Should 
you have any further inquiries with respect to this matter, please do not hesitate 
to call on us. 

Sincerely yours, 
T. P. PrKe. 


STATISTICAL DATA ON THE EXTENT OF SMALL-BUSINESS PARTICIPATION IN 
MILITARY PROCUREMENT 


Mr. Pig. In response to your request for statistical data showing 
the extent of small-business participation in military procurement 
we have made the following submissions : 

(1) Military prime contracts with small business and other con- 
tractors, July-December 1955; mailed March 19, 1956." 

(2) Military prime contracts with small business, fiscal year 1955 
summary ; mi led October 10, 1955.2 

(3) Military prime contracts with business firms for work in the 
United States, July 1-February 29, 1956; mailed April 15, 1956.5 

(4) Military prime contracts with business firms in the United 
States for experimental, development, and research work, July 1- 
February 29, 1956; mailed April 15, 1956.4 

(5) Purchase actions of $10,000 or more for DOD preferential 
planning list items, as of December 31, 1955; mailed May 16, 1956.5 

(6) Effect of advertising, negotiation, and synopsis on small-busi- 
ness participation in defense procurement, April 23, 1956; mailed May 
16, 1956.° 

Data in item No. 2 above justify the statement that 19.1 percent 
of the net value of military prime-contract awards with business firms 
for work in the United States have been made with small-business 
concerns. This is the average share of military prime-contract awards 
to small-business concerns for the past 5 fiscal years, ending with fiscal 

ear 1955. 

The total share of eey contracts received by small business 
is not known because comparable data on subcontracts is not available. 

Our policies aim at giving to small concerns a fair share of all 
military contracts, both prime contracts and subcontracts. When we 
say that we are undertaking to give a fair share of “defense business” 
or “defense dollars” to small concerns we mean to include subcontract 
business and subcontract dollars. 

In the absence of firm figures on subcontracting to small firms, the 
share of prime contracts awarded to small business is often referred 
to as the “share going to small business” and is, hence, sometimes mis- 
understood as the total share to small concerns. For this reason I 


1 See appendix I, p. 235. 
2 See appendix I. S. 244, 
® See appendix I, p. 257. 
#See appendix I, p. 258. 
© See appendix I, . 2 

® See appendix I, p. 259. 
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consider it appropriate to furnish an indication of the probable magni- 
tude of the total share going to small business. 

The military departments have made a number of spot checks of 
large prime contractors to ascertain the extent of their first-tier sub- 
contracting tosmal|-business firms. These special inquiries made from 
time to time since Korea covered in total about $19 billion in prime 
contract awards to about 150 contractors. The results are summarized 
on page 21 of the Office of Defense Mobilization report on Defense Pro- 
curement and Small Business. Army studies of 9 firms having prime 
contracts of $1 million or more indicated that an average of 37 percent 
of the prime contract value had been subcontracted to small firms. 
Navy studies of 36 contractors in 1952, 1954, and 1955 indicated 
averages ranging from 15.7 percent to 21.7 percent. Air Force studies 
of 97 contractors over a 3-year period from 1950 to 1953 indicated that 
on the average 15 percent of the prime contract funds were subcon- 
tracted to small business, and that small firms received about 7 percent 
more as second-tier subcontractors. A study of 6 Air Force con- 
tractors in the last half of 1954 indicated a ratio of 24 percent. 

These reports do not provide a scientifically selected basis for an 
overall estimate, but they clearly indicate that the volume of subcon- 
tracting to small business is very substantial, ranging no lower than 
15 percent and, in the Army example of 9 contractors, as high as 37 
percent. If it were assumed that on the average 20 percent of the 

rime contract awards to large business is subcontracted to small 
bial, it would appear that the total amount of defense procure- 
ment funds going to small business, either as prime contracts or first- 
tier snbeontracts, would be about 37 percent. If the subcontracting 
average were as low as 15 percent, the small-business share of the total 
would still be approximately one-third. In addition, smal] firms, 
of course, would obtain more defense work through subcontracting 
below the first-tier level. 

Now that approval has been obtained for proposed procedures to 
gather information on subcontracting to small-business concerns, 
more reliable information on this subject will be available in 1957. 

New data on prime-contract awards available for the first time this 
year, and reported to you in items (1) and (6), indicate to me that 
small-business concerns receive an —— opportunity to compete 
for defense prime contracts on a far broader and more uniform scale 
than many had heretofore supposed, and hence they invite a reevalu- 
ation of our small-business objectives and the measure of our accom- 
plishments. 

These figures show that on military procurements by formal adver- 
tising in amounts over $10,000 and of items in the small-business po- 
tential, small business either gets the business or, when they lose it, 
they lose it because they were not the low bidder or did not submit 
a bid. Only very rarely is their low bid rejected because it is non- 
responsive or because the bidder is not technically or financially com- 
petent. 

Since these bids are conducted by formal advertising and in nearly 
all cases with publicity through synopsis in addition to invitations to 
bid, it is generally recognized that small firms had a fair chance to 
compete for this business. 

The figures further show that on supply procurement in the same 
category conducted by negotiation, small concerns, on the average 
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participated at a higher rate. The same is true of the procurements 
under $10,000. We are compelled to conclude that small concerns 
must have had at least a fair chance at this business—perhaps, better 
than an even break. 

I wish to emphasize that these figures do not prove that all the 
elements of an equitable opportunity to compete are present in every 
military procurement, and they do not justify any relaxing of our 
drive for this objective. 

At the same time, I think they make the point clear, as our data 
has not previously done, that the chief reasons that the small-business 
share is less than 100 percent of potential is that the small firms are 
not the low bidder or do not bid at all. 

This concludes my statement, Mr. Chairman. I would be very 
happy to answer questions to the best of my ability. Perhaps, the 
members of my staff who have been working for me in this field will 
also be helpful in the answering of questions. 

Senator SparkMAN. Thank you, Mr. Secretary. 

May I ask: Does any one of the other witnesses have a separate 
statement, a supplemental statement, or are they just to assist you? 

Mr. Prxe. Mr. Hamlin is my director on small business and he has 
assisted in the preparation of this statement. He does not have a 
separate statement to present at this time, nor do any of the other 
members. 

Senator Sparkman. All right. Let me ask just one question, which 
is Suggested to me by a conversation I had a few days ago with a small- 
business man, who had been a subcontractor on a contract that was 
terminated. He felt quite strongly that sufficient consideration had 
not been given to him as a subcontractor. In fact, his statement was 
that he was left holding the bag. 

Now, in case of termination of a contract, what is done with ref- 
erence to the subcontractors ? 

Mr. Pree. Well, of course, each case would have to stand on its own 
feet, but it would depend upon the essential 

Senator Sparkman. I realize that, but just give us a general outline 
on how a subcontractor comes into the picture in connection with 
termination. 

Mr. Prxe. Well, generally as far as termination is concerned it be- 
comes necessary, unhappily, from time to time, to terminate a contract. 
We have an advancing technology and a new and better item has been 
developed that we want to provide for the armed services and we 
must have contract terminations. 

These negotiations of course are held with the prime contractor 
and the contracting officer in the military department. The treat- 
ment of the subcontractor in any of these cases, I would think, would 
be determined by the nature of his contract with the prime contractor. 

I think it would be difficult for me to attempt to make a categorical 
or a general statement without some knowledge of the facts involved. 

The Government, in an instance of this sort, does not have, of course, 
a direct contractual relationship with either the first-tier subcontrac- 
tor or any of the other subcontractors, so that the problems involved 
are primarily those of usual and ordinary business negotiation as be- 
tween one business concern and another. 

Senator Sparkman. I am sorry that I could not give you the de- 
tails in this particular case, but this gentleman told me that, as a 
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result of his being left, as he put it, holding the bag, his firm had had 
to go into receivership. 

He said he was appginted receiver by the court and they soon would 
have it worked out. But he was quite vocal in his complaint as to the 
treatment accorded him as a subcontractor. 

Mr. Pixe. Mr. Chairman, could I suggest, in answer to a specific 
situation that if it is an individual and a firm that you know about, 
and he could bring his case to my office, i would be very happy to re- 
view it, to get in the military department involved; and, if, indeed, a 
hardship to the point of this firm’s going out of business is being 
worked on him—why, my office has had occasion to handle situa- 
tions of this type in the past. 

Not in every case have we been able to give relief. In some cases 
we have been able to work the thing out to the point where the sub- 
contractor is not forced out of business. 

Senator SparkMAn. I realize that, naturally, in termination of con- 
tracts you can’t possibly deal with the subcontractors, all of them, but 
it does seem to me—and I am just thinking out loud—it does seem to 
me that there should be some procedure that would make certain that 
the subcontractors were not left on the outside in connection with the 
termination. 

This particular gentleman told me that there were a good many 
complaints generally among small] business over the question of their 
treatment upon termination of a contract. I am simply telling you 
what he told me; I have not checked into it. In fact, I have asked 
the staff of this committee to do some checking to see what they can 
find out about it. 

Mr. Pre. If, upon that checking, you think the case has merit, 
I would appreciate it very much if you would forward the case to my 
office. 

As I say, I have had occasion in the past to look into some of these 
situations and in a few we have been able to take action that has re- 
sulted in real assistance. 

Of course, Mr. Chairman, I think we have to recognize that any 
subcontracting by a prime contractor becomes a matter of business 
dealing as between free parties in the general free system we have 
here, and sometimes we find large businesses as well as small busi- 
nesses, in their anxiety and desire to get a new piece of business, will 
agree to contractual terms that, comes the end and termination, they 
don’t have the kind of protection they ought to have. 

As I say, this is in the field of free American enterprise as we all 
understand it, and I don’t think properly as a matter of major policy 
any agency of the Government should be interfering in that process. 
On the other hand, if hards ship has resulted and there are extenuating 
circumstances, my office stands ready to look into the particular case. 

Senator Sparkman. I recognize the force of the statement that you 
have just made. My only suggestion is that perhaps in making the 
subcontract the prime contractor should be required to include as 
one term of the contract something having to do with termination. 

I can conceive of a small subcontractor or supplier that perhaps 
would never think about the problem of termination at all. It just 
seems as though, if there were some showings that there would be a 
forewarning of the possibility of this thing ‘and some kind of proce- 
dure set up in the case, it would be an improvement. 
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T realize that it is a contractual relationship between a prime con- 
tractor and his subcontractor and certainly should not be controlled 
by the Government and probably the Government should not have a 
great deal to do with how it is carried out, provided there is actual 
contracting or an actual understanding with the possibility of termi- 
nation in mind. 

Mr. Odom. 

Mr. Opom. First, I think Mr. Noone has some questions, Senator. 

Senator Sparkman. All right, Mr. Noone. 

Mr. Noone. Mr. Secretary, on page 4 of your statement you refer 
to the recommendations that have been made to the Civil Service 
Commission regarding job classification and ratings for small busi- 
ness specialists. Would you be able to let the committee have a copy 
of that letter that went to the Commission ? 

Mr. Prxe. Is your question: Did we give it to the committee, or 
will we? 

Mr. Noonr. Can you give us a copy of that letter ? 

Mr. Pie. I don’t see why not. We will be happy to furnish a 
copy of the letter. 

Mr. Noonz. And also the answer that you have received from the 
Civil Service Commission. 

Mr. Prise. All right. 

(The matter referred to is as follows :) 


ASSISTANT SECRETARY OF DEFENSE, 
SUPPLY ANp LooIsTICs, 
Washington, D. C., May 28, 1956. 
Hon. Joun J. SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate, Washington, D. C. 

Dear Senator SPARKMAN: In the course of the hearings on May 22, 1956, 
at which I testified on the subject of the Defense small business program, I under- 
took to furnish, for your information, a copy of the letter of the Department of 


Defense to the Civil Service Commission of April 13, 1956, recommending the ' 


establishment of job classifications and ratings for small business specialists and 
of the reply from the Civil Service Commission. 
Copies of these letters are enclosed herewith. 
Sincerely, 
T. P. Pree 


ASSISTANT SECRETARY OF DEFENSE, 
MANPOWER, PERSONNEL AND RESERVE, 
Washington, D. C., April 13, 1956. 
Hon. Pui. Youne, 
Chairman, United States Civil Service Commission, 
Washington, D. C. 


Dear Mr. Youne: The Select Committee on Small Business, United States 
Senate, on page 54 of the sixth annual report (No. 1368) dated January 12, 1956, 
recommended in part that: 

“* * * (qa) Workloads of small-business offices at all major purchasing activ- 
ities be reviewed to determine whether the office is adequately housed, staffed and 
eompensated, both as to professional and clerical personnel; (b) that coordinated 
action be taken by the departments to insure that comparative personnel are 
uniformly compensated and staffed; and (c) that job classifications and ratings 
uniformly appropriate to the services, be prepared and recommended by the 
Department of Defense to the Civil Service Commission for adoption.” 

In response to this recommendation, the Department of Defense is reviewing 
the classification of such positions. These positions are properly classified under 
the “Business Analyst Series, GS—1140—-0,” and the existing standards for that 
series are believed adequate for grade determination. 





aay ISO ie TENOR RSET ca OMPRE NAIA See OR EN ED 








i- 


vl 


r 
'e 
l- 


r- 
»f 


ie. 


is 
Tr 
it 


I Ne Ri ARIEL th aI ce 2 NA 


Setabane S 


GOVERNMENT PROCUREMENT—1956 91 


However, it is the opinion of the Department of Defense that the small business 

specialization is a discrete area of business analyst work requiring more distinct 
overage at all levels than is presently given it in the Business Analyst Standards. 
The knowledge, abilities and experience required of the small business specia! 
represents a significant difference from the qualifications required of the typical 
business analyst. In addition, the increasing importance of the role of the sma 
business man in the Nation’s economy and mobilization potential is constantly 
being emphasized by the White House, the Congress, and business and industrial 
eaders. 

it is recommended that these facts be recognized by the establishment of the 
option “small business specialist” within the GS—1140—0 titling structure and 
the amendment of the present qualifications statements in the Business Analyst 
Standards to reflect the combination of abilities and experience considered by the 
Department of Defense to be essential to the effective performance of the small- 
business function. 

The adoption of a small business specialist option would require an expansion 
of the subject areas of assignment portion of the Business Analyst Standards in 
order to define the small business function as a discrete work category It is 
suggested that this could be most readily accomplished by removing the references 
to small business operations from the domestic trade category and delining a third 
area of specialization as follows: 

“Small business: A third work category includes positions concerned with the 
formulation of policies and procedures, investigation and analysis of, giving 
information and advice on, and carrying on service and promotional work in the 
tield of small business for the purpose of maximum utilization of small business 
facilities in the establishment and maintenance of a prodtiction base adequate to 
meet defense and other government requirements under present as well as total 
mobilization conditions, Particular emphasis is placed on promoting participa- 
tion of small business in procurement programs, by securing the active assistance, 
cooperation and understanding of contracting officials and officials of prime con- 
tractors ; alleviating or solving internal operating problems of small business con- 
cerns through publication of advisory booklets and other materials; in rendering 
special service to the small businessinan to develop and foster greater economies 
and efficiencies and to maintain, strengthen, and encourage the growth of the 
competitive position of small business in both the foreign and domestic economies ; 
and in rendering advice to the agency or other governmental departments and 
officials on small business problems, programs and policies, with particular refer- 
ence to the position of small business in industrial mobilization and planning.” 

Sinilarly, the following addition to the qualifications statements for Business 
Analyst Standards is suggested : 

“In addition, the business analyst (small business specialist) must have had 
significant experience in private industry or Government procurement or produ 
tion (e. g., selling, operating a small business, close contact in some capacity with 

ianufacturing processes) and must have had sufficient association with the 
Government procurement or production program to have acquired a working 
knowledge of procurement regulations, requirements, and problems. He must 
have knowledge of industry facilities and equipment so that he may interrelate 
existing facilities and equipment with the special procurement requirements of his 
agency. He must have demonstrated marked ability to establish and maintain 
satisfactory relationships with both Government procurement officials and repre- 
sentatives of business concerns to the end that, through promoting mutual ap 
preciation of each others’ problems, both groups work toward the common goal of 
maximum utilization of small business facilities without sacrifice of production 
requirements.” 

We will be glad to furnish any additional information you may require. Be- 
cause of current congressional interest in this matter early action on this request 
would be appreciated. 

Sincerely yours, 
(Signed) Henry A. DvcFLon, 
De puty Assistant Secretary 


S0745—56 7 
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UnitTep States Crivit SERVICE COMMISSION, 
Washington 25, D. C., May 10, 1956. 
Mr. Henry A. DuFLON, 


Deputy Assistant Secretary, Office of Assistant Secretary of Defense, 
Manpower, Personnel, and Reserve, Department of Defense, Washington 
25, D.C. 


Dear Mr. DuFton: Your letter of April 13, 1956, recommended that the option 
small business specialist be established for the business analyst series, GS—1140-0. 
The structure of this series is being studied in connection with a request from 
the Department of Commerce for the identification of specializations within the 


standards. The recommendation of the Department of Defense will be included 
in this study. 


We will be in touch with your representative on this problem in the near 
future. 


Sincerely yours, 
Puitre Youne, Chairman. 


Mr. Noone. On page 5 of your statement you refer to the work that 
has been going on toward the development of a new definition of small 
business and you state that the adoption of a definition such as the 
Small Business Administration uses in its loan program would ad- 
versely affect your new set-aside program under Department of De- 
fense instruction 4100.9. 

In what way would that come about? In what way would such a 
definition adversely affect the set-aside program ¢ 

Mr. Pike. I think the whole point there goes toward general con- 
cern about this definition of a small business. You must remember 
that there are a lot of people involved in this business from our level 
at the Office of Secretary of Defense down through the military de- 
ew and on down into the field to a total of about a thousand 

ifferent procurement offices and different procurement officers in 
these offices, so that that man down at the am of the line must have, 
in my judgment, the most specific kind of criteria that he can possibly 
have. Otherwise, he is going to be—as I have indicated—there is 
going to be a varying subjective judgment applied which I fear will 
work to the disadvantage of small business and will work to the dis- 
advantage of the relationship that exists between the Small Business 
Administration man and the contracting officer. 

Mr. Noone. Is it your feeling, then, that the chief objection would 
be in the administration of the more complicated definition ? 

Mr. Pixe. That is right. And by administration I mean this whole 
chain that I have just described here which requires a comprehension 
on the part of the many people at many levels, and I am not objecting 
to getting at the best possible kind of a definition of small business 
but I am thinking primarily on behalf of the small-business commu- 
nity, because, if we should arrive at a definition that is less succinct 
and less positive than our present one, in my opinion there is a good 
possibility that some contracting officer may conclude, with this cri- 
teria, that concerns that have been given a small-business preference 
in procurements might be stricken off the list. And, this is certainly 
something that we don’t want to do at all. 

I have discussed this with Wendell Barnes at some length, and, as a 
matter of fact, in our last discussion I asked him just where the group 
was getting toward a definition, and he indicated that for our purposes 
they were pretty well agreed that the number of 500 ought to be in- 
cluded; that, additionally, the criteria that the firm should not be 
dominant in its field—which I don’t think gives us too much diffi- 
culty—should be included; and with a third proviso that for a com- 
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pany, either with more employees or less employees and considering 
the factor of dominance, that on a case-by-case basis by certification 
on the part of SBA, we, Defense, would accept those additional 
companies as small-business concerns and treat them accordingly. 

If the group does come up with a new definition on this general 
basis I think it would be workable, and I would not be inclined to 
have the apprehension that I voiced earlier. 

Mr. Noone. Did I understand you to say that your subcontracting 
report form was approved by the Bureau of the Budget on May 18! 

Mr. Prxe. That iscorrect. We have here the first copy off the press, 
if you would be interested in looking at it. 

Mr. Noone. I think it would be well to have a copy for our records. 


(The form referred to is as follows :) 


DEFENSE SUBCONTRACTING SMALL BUSINESS PROGRAM 1. OATE OF REPORT EE on Approved 
SEMIANNUAL REPORT OF PARTICIPATING COMPANIES Budget Bureau No. 22-R163 


2. TO: (Cognizant Military Agency and Representative) 


te. NAME OF COMPANY. PLANT OR DIVISION COVERED 


@a. NAME OF COMPANY IF DIFFERENT FROM ITEM Se 


7. COMPANY Is 


8 MILITARY SUBCONTRACT AND PURCHASE PAYMENTS TO: 
a) SMALL BUSINESS CONCERNS 


5) LARGC SUSINESS CONCERNS 


” (e) TOTAL (Line (a) plus (b)) 
9. MILITARY CONTRACT RECEIPTS FROM: 


fa) MILITARY PROCUREMENT AGENCIES 


5) BUSINESS CONCERNS 


(c) TOTAL (Line (a) plus (b)) 





% aGPORT wo 4 CVPR ENT Pango enone 


[Jeo sum = et omc 


>. ADOR ESS (No., Street, City and State 


}®. ADORESS (No., Street, City and State 
} 


AMOUNT (im thowsends of dotiare 
_ — a — 
CUMULATIVE PERIOCO 
CURRENT PER! OC 
BEGINNING 


bd. SIGNATURE 





PROPOSED FORM - 25 APR 56 


GENERAL INSTRUCTIONS 


1. This report is to be submitted semi-annually by all De- 
fense Contrectors maintaining DEFENSE SUBCONTRACT- 
ING SMALL BUSINESS PROGRAMS. The report periods 
are the first six months end the last six months of each 
calendar year. Each semi-annual report should be sub- 
mitted by the contractor in triplicate to the designated re- 
presentative of the cognizant militery procwement agency 
only, not mere than sixty (60) days after the end of the 
report period. Date pertaining to individual companies will 
be treated as confidential, for use of appropriate Depart- 
mem of Defense persoane!l only, except when otherwise 
suthorized by the reporting concerns of subdivision. 


2. All reports are to be prepared on the besis of payments 
endreceipts as distinguished froma “commitments” basis. 


3. To the extemt possible in prepering these reports mili- 
tary business should Le segregated from commerc ia! busi- 
ness, anc the report should be meade on the basis of the 
former only. Where such segregation is impractical, either 
for the business of the reporting compeny or subdivision 
es a whole o with regard to procwement or sales of 

certain tems commonly used by both military ent indus- 
tris] users of wih respect to stock items and materials, 


reports mey be prepered on the basis of the estimated 
military share of such unsegregated miliery ent son- 
military business. Estimated date will be identified as 
such in « foctacte. 


4. Each reporting compeny, division or pleat will report 
the required information for the reporting unit as « whole 
on « besis of the totel ‘‘miz"’ of defense business. (o.¢., 
Expenditures tor eubcontracting work will not be segre- 
gated es between eubcontrects under prime or under sub- 
contracts, nor es between eubcantrects erising from work 
for the Army, Navy or Air Force, nor aa between can- 
teacte with relatively high of relatively iow expenditures 
to receipts ratio.) The share stated es going to smell 
business, in line 10, is thus an sverage percentage for 
all military work handled. 


S. The reporting company, division @ plant wey accept 
the representation of « supplier that & is « email busi- 
nese uniter this definition. 
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SPECIFIC INSTRUCTIONS 


ITEM 1 - Enter date of submission of this report. COLUMN a - Enter the date for the six-month period 


of this re ly. 
ITEM 2.- Specify the military department and/or a- a 


gency which established these reporting arrange- i 
ments, and its designated Small Business Subcon- COLUMN b - Eater in the caption of this column the 
tracting Representative. beginning date of the cumulative report period com- 


prising the current and all prior reporting periods. 
ITEM 3 - Assign numbers serially to each semi- = 


annual report, starting with No. 1 forthe first report. ITEM 8 - Enter the net a oe eee 


ITEM 4- Check the ending date (30 sune or 31 De- lars) of payments made by the reporting organiza- 
cember) of the period covered by this report. tion to small and large business concerns respec- 


tively for military subcontracts and purchases. 
ITEM 5 - Enterthe name of the reporting Company or 
subdivision thereof (e.¢., division or plant)which is 
covered by the data submitted. ITEM 9 - Enter the aot amount (in thousands of del 
lare) of payments received by the reporting orgeni- 
ITEM 6 - If the report is for a Division, Plant or zation under military prime contracts and under 
other subdivision of a Company, enter the name of subcontracts received from other companies for 


the Company of which the reporting subdivision is military supplies and services. 
@ part. 


ITEM 7 - Check whether the Company designated in ya rt i ie pescentege quotient of line 8(2) 
item 5S dr 6 is a small business concern (see Def- - os 
initions) or a large business concern. 


. 


DEFINITIONS 


1. SMALL BUSINESS CONCERN - A small business con- | 
cern is one which is not dominant in its field of opere- | 
tions and which, together with its affiliates, employs 
fewer than SOQ employees; any firm certified tobe a small 
business by the Small Business Administration is to be 
accepted as such. 


The reporting unit may elect to report onthe basis of bill- 
ings from suppliers (with appropriate adjustments for dis- 
counts, refunds, price changes, etc.) provided that the 
date are appropriately identified as such in the report. 
The same basis is to be used in all reports submitted by 
the reporting unit. 


2. MILITARY SUBCONTRACTS AND PURCHASES - Mil- 
itery subcontrects and purchases as used herein means 
procurement by e business concern (including non-profit 


4. MILITARY CONTRACT RECEIPTS - Military contract 
receipts will include all amounts (net, after refunds, dia- 
counts or other adjustments) received from military de- 
partments, other agencies procuring military requirements, 
or from business concerns for articles, materials or ser- 
vices entering into the performance of a military supply, 
service or facility contract. The reporting unit may elect 
to report on the basis of billings to ordering agencies anid 
concerns (with appropriate adjuetments for diecounts, re- 
funds, price changes, etc.), provided that the date are ap- 
propriately identified as such in the report. The same 
basis is to be used in all reports submitted by the report- 
ing unit. 


organizations) of any article, material or service enter- 
ing into the performance of a military supply, service or 
facility contract received by that business concern from 
e military departmem or another government agency pro- 
cwing the requirements of « military depertment, or from 
another business concerm Procurement of Experimentel, 
Developmental and Research work is to be included. 


3. MILITARY SUBCONTRACT AND PURCHASE PAY- 
MENTS - Military subcontract and purchase payments will 
include ell disbursements (net, after refunds or edjuet- 
ments) to a supplier of subcontracted or purchased arti- 
cles, materials or services as defined in 2 above, 


870346 


Mr. Pixe. We have spent a lot of effort and work on this one. Every- 
body has had lots of ideas. 

Mr. Noone. Mr. Pike, when do you expect that report form will go 
into use? How soon will you be getting it out to your major prime 
contractors ? 

Mr. Pixe. We are hopeful to have it out in time for the reports start- 
ing out in fiscal year 1957, or July 1, 1956, for the fiscal year 1957. 

Mr. Noone. Now, in your discussion of the Department of Defense 
directive system you refer to the new procedure in the Department of 
Defense whereby the Office of the Secretary of Defense reviews imple- 
menting instructions and policy statements of the separate depart- 
ments on DOD policy statements. 
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One strong objection on the directive system has been oe delay in 
the implementation by the military departments and by divisions 
within the departments. 

Is it really necessary that a Department of Defense policy statement 
be rewritten for dissemination within the departments? Why couldnt 
it be simply passed on with a short, simple transmittal memorandum ¢ 

Mr. Prxe. That is a good question, and I had the same question in 
my mind a good many months ago when a series of meetings were held 
in the Office of the Secretary of Defense in an attempt to do a better 
job of getting precise and accurate implementation of precise phrases 
and wording used in getting out new policy. 

You are faced fundamentally with 3 different military depart- 
ments, with 3 different sorts of missions, and they have developed 
- the vears. The Army has the 7 technical services: you have the 

\ir Force with 1 Air Materiel Command; you have the Navy with 
7 bureaus, which has been pulled together quite well in many respects 
through their Bureau of Supplies and Accounts in supply matters. 

Each one of these systems has many channels that they have to get 
the implementation of Department of Defense procedure transmitted 
to. For instance, this will come in the procurement regulation. Now, 
each one of the military departments has an implementing book in 
which they go into further detail as to specific procedure to imple 
ment our overall policies that are created in our office and are pub 
lished in the Armed Services Procurement Regulation. We have 
done a great deal of work in improving and bringing down to smaller 
volume the total number of interpretive documents in the procure 
ment. field in the last year and a half. My Purchasing and Contract 

ing Policies Division has been very active on that, as a project. 

But, to get back to your question, it is not possible, due to the further 
detailed procedures that these procurement instructions have to give 
to their procurement people in all cases, to use the precise wording or 
to use the exact piece of paper. As I say, this has Sin the subject of 
discussion. However, it has been decided that, wherever possible and 
whenever applicable, the precise language and the same wording out 
of the Department of Defense directive shall be used in the imple- 
menting instructions. 

The important point here, the one new thing we are doing, again 
in the interest of time and in the interest of being certain that the 
military departments don’t misinterpret what we have attempted to 
say as policy, we have introduced this new preaudit, so to speak, of 
the implementing instructions that the Army, Navy. or Air Force 
propose to get out before they are published. We feel that this is a 
lot better way to go about the business than to wait for 30 or 60 days, 
as the case may be, have the milit: ry departments write out their own 
implementing instructions and then send them back to us for review. 
The attempt is to get out the policy and check and approve the imple- 
menting papers on as close to a simultaneous basis as we can. 

Mr. Noone. In other words, you do not hold up on the dissemination 
of a_ policy statement until the implementing instructions are 
completed ¢ 

Mr. Prxe. We issue the policy statement to the services, but, before 
they put it into their systems and all] of the subinstructions and regu- 
lations and so forth, we check the words that they are going to use so 
as to be very sure that they are following out our intent and direction. 
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Mr. Noone. I havea question relative toa table which you submitted 
to the committee on progress payments on prime contracts as of Decem- 
ber 31, 1955. That was attachment No. 3 referred to in your letter 
accepting the invitation to appear here. 

Comparing the statistics which you have given us for the year 1955 
with those which were submitted last year, I note a sizable decline 
in the number of contractors with outstanding progress payments: 
In 1954 there were 1,028, in 1955 there were 743; a substantial decline 
in the number of small-business contractors, from 689 in 1954 to 453 
in 1955; a reduction in the small-business percent of contractors, from 
67 percent in 1954 to 61 percent in 1955. And so on down through 
the table. 

Does this by any chance indicate a change in policy in the Depart- 
ment of Defense on the use of progress payments! Is this a step in 
the direction of curtailing the use of progress payments / 

Mr. Prixe. No; I don’t think you can come to that conclusion at all. 

I think perhaps the most important figure in these comparative 
statistics that I have just cited here are the bottom figures, namely, 
the percent of progress payments outstanding for small business, 
where you have had a slight increase in 1954 from 6.9 percent to 7.3 
percent in 1955. 

I would say that the rest of this breakdown is more of a happenstance 
than being significant of any indication of a trend because there is 
no distinction at all between small business and large business when 
it comes to progress payments. 

Mr. Noone. But there is still a substantial reduction in the number 
of contracts outstanding with progress payments. How can you 
account for that reduction ? 

Mr. Prxe. Which item was that again ? 

Mr. Noone. Well, take, for example, item No. 1. The number of 
contractors with outstanding progress payments has gone down from 
1,028 in 1954 to 743 in 1955. The number of contracts with progress 
payments outstanding has gone down from over 2,300 in 1954 to 1,747. 

Mr. Prxe. Well, that could well be explained by the simple fact 
that the small-business contractors are performing contracts that 
don’t require progress payments. 

Perhaps I should give you a little more background on this progress- 
payments problem in the Department of Defense. Overall, it has been 
quitea problem. It takes a tremendous volume of Government money 
to provide contractors with progress payments. I remember, when 
I first came to the Department of Defense in 1953, a close study was 
being made on the question of, “Are we not being too generous and over- 
generous with all contractors in our use of progress payments?” 

We had situations wherein some contractors were showing so much 
money on their own statements as being overadvances in the way of 
progress payments that this was obviously not a good situation. And, 
since that time, there have been two directives aimed at just tightening 
this whole situation up, and getting at the matter from a good business 
standpoint. 

The last directive generally provides that, on a quarterly basis, any 
contractor who is entitled to progress payments within certain per- 
centage limits within the total value of the contract must support his 
request for payments by quarterly data on costs incurred, oie what- 


ever the rough approximation of the profit that was negotiated is. 
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In this manner we feel that we are tightening the control of the 
thing for everybody and achieving the end of not having more Gov- 
ernment funds out where they are not actually needed or indicated. 

But there is no differentiation at all in this approach between small 
business or large business. 

Mr. Noone. I understand that, but the tables do represent statistics 
for both small and large; do they not? Iam not referring specitically 
to the small-business figures; it is the overall figures that show a sub- 
stantial reduction in the number of contracts with progress payments 
outstanding. 

Mr. Pre. I have not made a particular study of that. I would be 
glad to undertake a study of it to see if I can come up with a responsive 
answer. Iam not able to go over and above what I have just told you 
at this point. 

Further on that point, again I had a conversation with Wendell 
Barnes just this last week. I asked Wendell Barnes whether he had had 
any cases come to his attention wherein small business was not being 
given fair treatment as far as progress payments were concerned. He 
is generally concerned with other factors in the general economic 
climate, the recent increase in the discount rate with the Federal 
Reserve, and he told me that he had not, that he was in the process, 
however, of getting reports in from all his field offices on whether a 
general tightening in the credit structure might be having a bad effect 
on any of the firms to which his agency has been loaning money. And, 
we agreed that, if we found that any concern or concerns were being 
squeezed in this matter, he would bring that immediately to my atten- 
tion and I would get relief if relief were indicated. 

This again is an example on how we have been working together 
on these problems. 

Mr. Noone. In Item 7 which you submitted with your letter of May 
16, Mr. Pike, you furnished data relative to purchase actions of $10,000 
or more for DOD preferential items. Part C of that table is on new 
contracts involving price differentials. What isthe legal authority for 
using price differentials on preferential-planning-list items? 

Mr. Pree. Your question is what is the legal authority for using? 

Mr. Noone. Is there some specific authority in legislation for the 
payment of price differentials in this area ? 

Mr. Pree. I think that probably the only basis in legislation is the 
provision of the Armed Services Procurement Act which, under sec- 
tion 2 (c) has about 16 categories which allow negotiation. One of 
those subeategories under 2 (c) which authorizes negotiation as op- 
posed to advertised bids says in effect that it is proper for military 
departments to negotiate a contract in the interest of maintaining an 
important segment of the mobilization base. One of the examples of 
that that comes to mind was an order, a shipbuilding contract that was 
placed a couple of years ago when Mr. Robert Anderson was Secretary 
of the Navy. He had two bids and the low bid had a shipyard that 
was chock full of work. The second bid was from a shipyard that was 
about out of work. They were about to lose skills and equipment, and 
so forth. The order was placed with the next to highest bidder, not 
the low bidder, so a differential was paid under this section 2 (c) (16), 
I think—is that the right number ? 

Mr. Nasu. Yes. 
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Mr. Poxe. Of the Armed Services Procurement Act. 

So, in answer to your question, I would say that probably inherent 
in that section 2 (16) going to the mobilization base in the national 
interest is the authority for paying a differential. 

Mr. Noone. Are there any other areas of military procurement 
where you knowingly use price differentials other than preferential- 
planning-list items and the situation which you have just recited 4 

Mr. Nasu. That is the principal one, Mr. Noone. That is the prin- 
cipal area where we rer’ sen price differential. 

Mr. Noonr. The Chairman, in his opening statement, cited statis- 
tics showing a decline in the percent of business going to small business 
in the past 2 fiscal years and in the first 6 months of this fiscal year. 
Can you account for that decline in the face of all that has been done 
in the Department of Defense on small business? 

Mr. Pixr. No; I don’t think I can account for the decline couched in 
those figures. As I have indicated in my testimony, I think that these 
figures that have been in use for many, many years are inclined to be 
misleading. It tells just a part of the picture, and I personally am 
convinced that in the subcontracting field we are going to find even- 
tually almost as much business going to small business as has been going 
to prime contractors, and the variation of the requirements of the 
military departments, with the complexity of many of the major items 
of hardware that they buy, will change those figures. 

We see in this year, for instance, in the first 6 months’ figures, I 
think, the Department of the Army going way up with a 40 to 45 
percent of their prime procurement going to small business. 

Now, I don’t want to discount the programs of any one of the mili- 
tary departments because I am satisfied that they are pursuing small 
business objectives as vigorously as they possibly can from the top 
level. If this is not enough, we have to follow through and see that 
everybody right down to the contracting officer does the same thing. 
But I just don’t think that those figures can be explained because of 
underlying factors having to do with the changes in the direction 
that the modern Army has taken as compared to the Navy and the 
Air Force. These are, after all, the fundamental factors that deter- 
mine the nature of the items to be procured and we have certainly 
been in a period of change. 

(The following letter was subsequently received from Mr. Pike:) 


ASSISTANT SECRETARY OF DEFENSE, 
SUPPLY AND LOGISTICS, 
Washington, D. C., June 7, 1956. 
Hon. JoHN J. SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate, Washington, D. C. 


DEAR SENATOR SPARKMAN: In reviewing the transcript of the testimony before 
the Military Procurement Subcommittee’ of the Senate Select Committee on 
Small Business on May 22, 1956, as set forth on page 152 of the transcript, I 
note that Mr. Noone cited statistics which you had quoted in your opening 
remarks showing “a decline in the percent of business going to small business 
in the past 24% years” and asked whether I could “account for that decline in 
the face of all that has been done in the Department of Defense on small business.” 

Referring now to the transcript of your opening statement I find that the figures 
which you quoted are those for the percent of net prime contract awards to 
small business for fiscal year 1954 (25.3 percent), fiscal year 1955 (21.5 percent), 
and the first 6 months of fiscal year 1956 (19.8 percent). 

With these specific figures in mind and especially in view of your personal 
interest in them and in this question I would like to supplement my reply. 
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(1) The appearance of a decline in the percent of prime contract awards to 
small business in this series is chiefly due to the relatively high figure of 25.3 
percent reported in fiscal year 1954. This figure is believed to be due to unusually 
heavy cancellations (credit actions) during the year affecting chiefly contracts 
with large concerns. That this element alone largely accounts for the apparent 
decline is evident from the fact that the share of new prime contract awards for 
fiscal year 1954 and fiscal year 1955 (18.3 percent and 18.1 percent, respectively ) 
shows no comparably large decrease. 

(2) Technological changes in weaponry and the increased procurement of 
new weapons for which no small-business sources are known is an additional 
adverse factor affecting the percent of prime contract awards to small-business 
concerns, 

(3) The figures cited pertain only to prime contract awards and, of course, are 
not a reliable indication of any trend in the share of total defense dollars 
(ineluding subcontract dollars) going to small concerns. 

I consider that the most important and most reliable figure on the share of 
prime contract awards going. to small concerns is the 19.1 percent of net prime 
contract awards which I cited in my testimony. You will note that the percent 
of prime contract awards for any of the relatively recent time periods (within 
the past 21% years) is higher than the average for the entire period. 

This suggests that our efforts on behalf of small business have resulted in a 
measurable increase in the share of prime contracts going to small concerns in 
spite of the adverse factor of increasing complexity and cost of weapons. 

With particular reference to Mr. Noone’s question of how the statistical results 
can be squared with “all that has been done in the Department of Defense to 
help small business,” a part (but not all) of these efforts have been formulated 
into policy during fiscal year 1956, and could not have been expected to affect 
significantly the statistics for fiscal year 1955 or even the first 6 months of fiscal 
year 1956. As these new policies become effective it is reasonable to hope that 
they will continue to operate, as previous efforts have operated, as an offset to the 
adverse influence inherent in the trend to more complicated new weapons 

Our Instruction 4100.20, which perhaps holds the greatest promise for assisting 
small concerns, aims at helping them get subcontracts, an area not covered by the 
statistics on prime contract awards which you have you cited. 

It is my view that the statistics on percent of prime contract awards should not 
be expected to yield a useful index of the accomplishment of our smal! business 
organization, and that, as I urged in my statement, we should attend rather to 
whether we are being successful in giving small firms an equitable competitive 
opportunity. 

It would be appreciated if this statement might be incorporated in the record. 

Sincerely, 
T. P. PIKe 

Mr. Noone. That is all, Mr. Chairman. 

Mr. Opom. On that particular point, Mr. Pike, with reference to the 
statistical information that we have available, I can understand how 
difficult it is to evaluate the statistical information on total procure- 
ment, because mixed in there obviously is procurement for large items 
that small business can’t produce, or, at least, there are those who say 
that small business can’t produce. However, there were some sta- 
tistics—and I think we probably have them—released by the Depart- 
ment of Defense on participation by small business in total procure- 
ment on those items considered to be suitable for small business. 

[ realize you made the point earlier in your statement that the con- 
cept of “suitability” is not accepted by all, but, for the purposes of this 
reporting system, it was used, and I think that showed a decrease of 
some 9 or 10 percent over the period from 1954 to 1955. 

tre you familiar with that particular table, Mr. Hamlin? 

Mr. Hamar. Yes, sir. 

Mr. Opom. I was wondering if you would like to comment on that. 

Mr. Pree. There again I have never been able to place much confi- 
dence in this suitability percentage. I think that, certainly, we would 
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all agree that it is not an exact one, and I think that my reply would 
generally be along the same lines to my other question. 

Mr. Opom. This particular criterion for suitability or potential— 
was that the same criterion that was used in the study of advertised- 
versus-negotiated procurements that you commented on in your pre- 
pared statement ? 

Mr. Pre. I will have to ask Mr. Hamlin or Mr. Whiting to answer 
that for me. 

Mr. Hamu. We used the concept of small-business potential, and 
the small-business potential constituted those procurements which 
could be offered to small business—in other words, those in which 
there were known small-business sources and there was no legal or 
physical impediment to offering it to small business. That was the 
concept that we used there rather than the old concept of suitability, 
which, as Mr. Pike has pointed out, we have, largely at the suggestion 
of this committee, determined to discontinue the use of. As he 
pointed out, however, we are continuing with these new concepts, 
which I think will provide a basis for evaluation in the future that 
will be better than anything we have had in the past. 

Mr. Opom. This concept of potential that you mentioned with refer- 
ence to this study on advertised-versus-negotiated procurement— | 
was this merely substituting the word “potential” for the word “suit- 
ability,” or was it entirely a different concept? I recall from Mr. 
Pike’s statement that he did not think that the whole problem would 
be solved by substituting one word for another word. 

Mr. Hamtrrn. I think it would be fair to say there has been a basic 
change in concept here. The study was based on the new report 
form which we began to use with this present fiscal year, and the new 
concepts were: Were there or were there not sources from which this 
item could be obtained which can be solicited? And, if there are, are 
there reasons such as patents or such as quantity or such as mainte- 
nance of the mobilization base, that precludes solicitation of these 
sources ¢ 

Now, if you get over those two hurdles, then you have the small- 
business potential, because obviously you cannot obtain from small 
business an item for which you have no known source, even though 
theoretically a source might exist or come into being that could supply 
it. 

Now, under the concept of suitability, if it is something that a 
small business could make, it would be determined to be suitable, even 
though there was no known small-business source from which it could 
be obtained. So you can see there is a basic change from the concept 
of something that subjectively someone determines that small business 
can make, to something that is objectively determined with respect to 
the procurement action that it can or cannot be obtained or solicited 
from a small business concern. 

Mr. Opom. This does inject into the procurement some area of var- 
iability, or does it not, at the contracting officer level? THe is the 
one, I suppose, who accomplishes DD Form 350. He is the one who 
must certify whether there is a small business source known or not. 

It might well be, might it not, that in other sections of the country 
there is a small-business source known for this particular item, or in 
another department, another service. So, there is still that area of 
variability even in this concept; is there not? 
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Mr. Hamuin. I think you have made a good point there, that, the 
way it has been set up this past year, there is still an element, even 
though it may be a Pt element, of subjective decision in this. 
We have undertaken to go still further in objectifying the meaning of 
no known small-business source. It will mean a situation in which 
there are no sources on the list, and no one charged with the responsi- 
bility for producing such sources has been able to find any and suggest 
any, and neither has any small-business concern come in and spon- 
taneously offered to do the job. 

This, I believe, would be a still more objective concept than the one 
that we have used. 3 

Mr. Opom. Yes. After all, we have here at least one of our funda- 
mental problems, and I know Mr. Hamlin agrees that we are con- 
stantly striving to get new and more sources in, so we certainly are 
reluctant to write off a particular procurement because no small busi- 
ness in the past has participated in the procurement of that particular 
item. 

Is that a fair statement ? 

Mr. Hamurn. We are very much in agreement with this and I think 
it is another one of the gains that we are experiencing in abandoning 
the concept of suitability, which, unfortunately, presented indirectly 
an encouragement not to seek additional sources, because to do so 
would increase the potential. 

Mr. Opom. We were most interested in the report that was submitted 
to the committee on the study of advertised-versus-negotiated a 
ment. We noticed, and I think Mr. Pike commented on the fact that 
this study was for a period of 4 months. Obviously this is a weakness 
to the study, but nevertheless I think the study—and I am sure the 
committee feels—that the study is a contribution. 

Is it your intention to update that study over a period of 12 months? 
That is, 12 months in the future? Or is it your position that the study 
isclosed? Or,is this a matter which you might consider ? 

Mr. Prxe. This is a matter that I would say we should do for a full 
year’s time. I recognize that 4 months is not a very long period, but 
it was very interesting, at least, and significant, because, for that 
limited time, it confirmed what my advisers in this area, namely, the 
procurement Secretaries in the military departments, felt and believed 
but did not have substantive proof for. And, I think that, if we can 
run this study out over a year’s time, we may do a great deal toward 
creating a much better and clearer public understanding of this whole 
matter of advertised-versus-negotiated procurements. 

I have the feeling that negotiated procurement is just not well under- 
stood by the average citizen. There is a tendency to look on it as a 
kind of procedure that has underhanded elements to it where there isn’t 
competition present and so forth, whereas this is certainly not the case. 

Mr. Onom. The Congress, of course, realized the necessity for nego- 
tiating procurement and I am sure we all agree that was the reason why 
those sections were injected into the Armed Services Procurement Act. 

One of the things that has concerned Members of Congress is the 
use of 2 (c) (1) as the basic authority for negotiation. Apparently 
there have been, as a matter of administrative pares, the use of 
other exceptions, in some of the departments, but up until the first 
of this year the basic fundamental authority was still 2 (c) (1). 
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_Mr. Pixe. That is right. I would like to point out in that connec- 
tion that my office was very cognizant of that fact and over a period 
of months in my regular meetings with my procurement Secretaries 
I endeavored to bring them around to the view that they were using 
a power that was obviously set up for a wartime situation. 

And, sometime in the late fall of last year, my office promulgated 
practically the same language that is now contained in the House- 
passed version of section 2 (c) (1),as amended, of the Armed Services 
Procurement Act, and the military departments, I believe, all recog- 
nize this. 

The new regulations as we set them forth in our office were to be 
effective the first of this year. 

Mr. Opom. Mr. Pike, with the exception, perhaps, of some reporting 
provisions included in that particular legislation and, perhaps, some 
specific areas of procurement which would be certified, as I under- 
stood it, by the appropriate respective Secretaries or their delegated 
authority, do you think that this particular bill varies to any great 
extent from the administrative procedure that you have now caused 
to result from the issuance of your directive ? 

Mr. Pixe. My point was, in my opinion the present wording of the 
bill brings the law just about in consonance with the administrative 
decision we have made. 

Mr. Opvom. The only difference obviously would be that a change 
from the present situation could result by administrative order. 

Mr. Pree. That is correct; yes. 

Mr. Onom. Now then, one of the pews that was made, as I recall, 
and one which we were concerned about, was that if some particular 
provision were not included with reference to negotiation for small- 
business programs, the removal of 2 (c) (1) from the act—that would 
be exception No. 1 from the act—would cause a curtailment of the 
unilateral set-aside program which is currently in force in some of 
the services, specifically and probably most extensively in the Army. 

What impact do you think these negotiations set aside solely for 
small business have on the study that you made with reference to the 
advertised-negotiated procurement ? 

Mr. Prxe. Well, I would think that if we had not had this program 
formerly—I think it was ealled joint determination; we call it set- 
aside now—that small business generally probably would not have 
participated in as many negotiations as they have. 

My inclination would be to think that—Mr. Hamlin would like to 
comment on your question. 

Mr. Hamutn. As I understood your question, it was what impact 
does the set-aside program have on the total figures that are reported 
in the advertising-versus-negotiation study. 

Mr. Opom. That is true. 

Mr. Hamury. It would be my expectation, which I would like to 
have Mr. Whiting’s confirmation on, that this would be a very small 
effect, for the reason that the total procured under joint determina- 
tion is a very small percent of our total procurement. 

Mr. Ovom. With reference to the joint-determination program be- 
tween the Small Business Administration and the military depart- 
ment, I had reference to the unilateral set-aside program. 

Mr. Hamutyn. This would be even a smaller factor. The joint- 
determination program is a small one in terms of percent of total 
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procurement, and the unilateral set-aside program, on which we don’t 
have specific figures, I am quite sure is quite smal] in relation to the 
joint-determination program as of now, since it is relatively a new 
ee so I would say that it is very unlikely that this particu 
lar feature has a very large i impact on the figures that we have studied 
in our advertising-versus-negotiation study. Would you contirm that ¢ 

Mr. Wuirine. So far as I know. 

Mr. Opom. Department of Defense Directive No. 4100.9 is the direc 
tive with reference to cooperation with the Small Business Admin 
istration; is that correct? 

Mr. Hamu. Yes, sir. 

Mr. Opom. And you mentioned the fact that we do not have any 
statistics available to us as to how extensive the statistics of 
the several departments are on the unilateral set-aside pro 
gram. Do you think this directive 4100.9 would preclude the 
departments from issuing statistics on the amount or the size of the 
unilateral set-aside program ¢ 

Mr. Hamutn. Yes, I do, and the Small Business Administration 
representatives and the Department of Defense representatives in 
cluded provisions to this effect in that directive after considerable 
deliberation. It was our fear that if there was any breakout made, 
any <«istinction made, that there might develop some spirit of compe 
tition rather than cooperation. And our purpose was simply to 
increase the total that was handled this way, not in any way to 
encourage the military departments to make unilateral set-asides 
where joint set-asides were appropriate, nor, on the other hand, to 
encourage the SBA to feel that if any unilateral set-asides were 
made it reflected on their thoroughness of coverage. We have, I 
think, been wise in including an agreement to that effect in the diree- 
tive. 

Mr. Onom. Then, it would follow that the Small Business Admin 
istration’s reporting procedure with reference to the number and 
amount of the joint-determination program would also inelude in 
that reporting the set-asides affected unilaterally by the services and 
they would also be precluded from reporting unilaterally the joint 
determination initiated or originated by the Small Business Admin- 
istration ¢ 

Mr. Hamir. That was certainly the sense of our 4100.9, and it did 
in effect constitute an agreement on this subject. The result of this 
was that, of course, only the Department of Defense would be in 
formed on the total amount of set-asides since the SBA would not 
have the means of knowing the volume of the unilateral set-asides, 
and for this reason we accompanied the action with the determina 
tion that the Department of Defense would gather information on 
set-asides, both joint and unilateral, and that we would thereafter be 
the source of information on the volume of procurement handled in 

this way. 

Mr. Ovom. Do you feel that in your conferences prior to the release 
of this directive. or the issuance of it, I might say, this was clear], 
understood and agreed by the Small Business Administration and 
representatives from the Dep: irtment ! 

Mr. Hamurn. It certainly is my feeling. I believe it is stated rathe: 

clearly in the directive, and the directive was understood, between the 
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Small Business Administration and the Department of Defense, as 
being in the nature of an agreement as well as a directive. 

Senator SparKMAN. Mr. Noone. 

Mr. Noone. I would like to direct a question to Mr. Hamlin. ; 

Last month members of the staff of this committee made a visit to 
the Ordnance Tank Automotive Command in Detroit and we learned 
of a device they have there which struck us as having merit. It is 
called a procurement assignment board. It is made up of the contract- 
ing officer, a buyer, a representative of the legal office, the small busi- 
ness specialist, and other parties in interest who meet at the time the 
buyer is about to start or initiate a procurement action. He has a 
requisition for a certain item in a certain quantity ; he meets with these 
parties, describes the item and details his proposed method of pro- 
curing the item, telling the number and types of sources that he is going 
to solicit, and so on. All the parties present at this meeting have an 
opportunity to comment or suggest or recommend. 

It struck us as having merit in that this was the first step in a pro- 
curement action and seemed to us a very profitable point at which 
small business should participate in military procurement. 

Are you aware of that device # 

Mr. Hamu. Yes: 1am. 

Mr. Pixe. I would think that that would be a rather widespread 
practice among the larger procurement officers. In the course of 
visits I have made with my procurement staff to most of the major 
procurement offices of the three services, I have been impressed with 
the fact that the small-business representative, in addition to the 
other members of the procurement team, the lawyer, the engineer, the 
technical fellow, and the auditing fellow, as well as the contractin 
officer, have approached the job in just the manner you have described. 

Mr. Noone. I wondered, because it was new to me. I know about 
the awards boards where all of the actions have been completed ex- 
cept for making the award, at which point oftentimes the small- 
business specialist participates, but I really have not heard of a 
device such as this where he sits in at the beginning. 

Mr. Pike. This is my impression. This is something we should 
check further into with the military departments because this is a 
very proper kind of place for small business’ voice to be heard. 

Mr. Noone. I was wondering if there was any provision within 
your small-business system for centralizing ideas and techniques of 
that kind and passing them out to other areas of the Department of 
Defense for adoption. sale 

Mr. Prxe. That is one of our major efforts in every responsibility 
that is assigned to my office. We find, many times, one of my men 
has just come back from a field trip and he has discovered a very 
interesting, worthwhile type approach to miscellaneous small items 
of supply, at Fort Lee, for instance, and he will introduce that item 
at one of our regular meetings of the supply managers, top military 
fellows in the supply field. ; , 

We constantly do this. As one service develops a technique, we 
attempt to bring that intelligence up and get 1t across to the other 
services involved. 

Mr. Noonr. I think it would be helpful to the committee if we could 
know in more detail just how extensively the procurement assignment 
board technique has been adopted. 
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Mr. Prxe. We will be glad to inquire in each one of the military de- 
partments as to just how extensive it is; and, if it is not as extensive 
as the impression I have received from these visits, it is a good one 
and I will undertake to request the military departments to extend the 
practice. 

Mr. Noone. Thank you very much. 

Mr. Ovom. Mr. Pike, let me say that, as you know, the committee 
took great pains to comment on the small-business personnel, the fact 
that they should be—as I think you called them—“capable personnel, 
adequately compensated, vested with competent authority in the 
fundamental program,” and we were glad and encourayed to listen to 
your comments on that and hear you say you have directed the mili- 
tary departments to make a study of the problem and to exchange re- 
sults in order to determine whether they are. 

I was wondering when this study is completed, may I suggest that 
you give some consider ‘ation to advising the committee as to the re- 
sults of this study since this is a matter of interest to the committee. 

Mr. Prxe. We would be very happy to give this committee the re- 
sults of that study. 

Senator SparKMAN. Thank you very much, Mr. Pike, and gentle- 
men. We appreciate this very much and I think it has been quite 
helpful to us. 

Mr. Prxe. Mr. Chairman, I wonder if I might make one final brief 
statement. 

In the first place, I would like to say that I have been impressed 
with the competence and the cooperativeness of the staff i. a of 
this committee. I know of no other committee with which my office 
has an important relationship where the cooperation between the staff 
members and my chief advisers in this area has been as good and as 
productive, and I would like to say further that we would like to con- 
tinue to receive all of the suggestions that your staff people have been 
generating. As you have noticed, I have attempted to make my 
statement here responsive to the things that have been pointed out 
tous. This is a big job, no one person or small group of persons can 
get all the answers. I feel very strongly that the objectives of your 
committee and the objectives of my office are one and the same, and 
[ will just hope that the same kind of relationship between our re- 
spective staffs continues. It has been a good one and a healthy one. 

Senator SparkMAN. Thank you, Mr. Pike. We certainly appreciate 
the cooperation that we have received, and I am certain that we shall 
continue to have the same good relationship through the future. 

Thank you very much. 

The committee stands in adjournment. 

(Whereupon, at 11:50 a. m., the subcommittee adjourned, to re- 

onvene at 10 a. m., Wednesday, May 23, 1956.) 
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WEDNESDAY, MAY 23, 1956 


Unitep Srares SENATE, 
SeLect CoMMITTEE ON SMALL BUusINEss, 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT, 
Washington, D.C. 

The subcommittee met, pursuant to notice at 10:05 a. m., in room 
457, Senate Office Building, Senator George A. Smathers, presiding. 

Present: Senator Smathers. 

Also present: Charles M. Noone, special counsel; and William D. 
Amis, professional staff member. 

Senator Smatuers. The meeting will come to order. 

This is a continuation of our open meeting of the Government Pro- 
curement Subcommittee and today we are going to hear from the 
representatives of the Department of the Army on that department's 
small-business program. 

As our first witness we are highly honored to have the Assistant 
Secretary, Mr. Frank Higgins. 

Mr. Higgins, you may proceed. You may bring your associates 
forward if you so desire. 


STATEMENT OF HON. FRANK H. HIGGINS, ASSISTANT SECRETARY 
OF THE ARMY (LOGISTICS), ACCOMPANIED BY HENRY N. 
MARSH, DEPUTY ASSISTANT SECRETARY OF THE ARMY (LOGIS- 
TICS); LT. COL. WILLIAM W. THYBONY, PROCUREMENT DIVI- 
SION, OFFICE OF THE ASSISTANT SECRETARY OF THE ARMY (LO- 
GISTICS) ; BRIG. GEN. A. F. CASSEVANT, CHIEF, PROCUREMENT 
DIVISION; JACK W. ASKINS, ARMY SMALL BUSINESS ADVISER; 
MRS. MARCIA L. COLBERT, CHIEF, REPORTS AND ANALYSIS 
UNIT, PROCUREMENT DIVISION; LT. COL. LESTER HANKS, CHIEF, 
SPECIAL ACTIVITIES SECTION; LT. COL. W. L. TATE, ASSISTANT 
CHIEF, CONTRACT AWARDS SECTION; MAJ. J. 0. HUNNICUTT, 
STAFF OFFICER, PROCUREMENT DIVISION; JESSE OVERBY, 
CHIEF, COORDINATED PROCUREMENT UNIT; E. C. COX, CHIEF, 
CONTRACT AWARDS SECTION ; DR. GUSTAV SEIDLER, CHIEF, PRO- 
GRAMS BRANCH; JAMES A. BROCKELSBY, GENERAL ENGINEER, 
SPECIFICATIONS; ROBERT E. BOOTON, INDUSTRIAL DIVISION, 
OFFICE OF THE CHIEF OF ORDNANCE; AND COL. NICHOLAS R. 
VOORHIS, CHIEF, PROCUREMENT LAW DIVISION, OFFICE OF THE 
JUDGE ADVOCATE GENERAL 


Mr. Hicerns. Mr. Chairman, I have a short statement I should like 
to read, if I may, sir. 
Senator Smaruers. You go right ahead, sir. 
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Mr. Higerns. Mr. Chairman and members of the committee, I ap- 
preciate the invitation to meet with you here today. This meeting 
marks the third year I have had the privilege of presenting the 
Army small-business program. Once again I have the opportunity to 
review with you this important activity and its effectiveness in current 
procurement. 

The Army has made definite progress in many areas of its small-bus- 
iness program. A statement of the Army small-business policy has 
just recently been restated and incorporated in Army regulations. 
This policy has full support of the Secretary of the Army, as well 
as that of myself and my staff. The Administrator of the Small Busi- 
ness Administration has written me of his satisfaction with our 
implementation. 

In behalf of Army procurement policy and in support of the Army 
small-business program, I have just recently completed a series of 
procurement conferences with a thousand or more Army contracting 
officers and procurement personnel throughout the United States. 
These conferences were conducted on an open-forum basis and my 
small-business adviser was a member of the panel. Small business 
was one of the principal items discussed at each meeting. I should 
like to review for you the agenda of these conferences. 

I have just about four charts that I would like to have the com- 
mittee see. I might say that, during my experience in uniform in 
World War II, I had always felt that the contracting officer out in the 
field was, to a degree, the forgotten man, so this last summer I 
arranged to set up a series of meetings in the locations shown on 
this chart (chart A), where we had 100 of our contracting officers 
together with the small-business representatives of that particular 
district come in to a meeting that lasted all day, or we had 6 hours 
of session in each of these cities, and we will show you something of 
the accomplishment here. 
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The next chart (chart B) shows the location of each of the con- 
ferences and the host technical service sponsoring the conference, and 
the dates. 

CHast B.—Army procurement conferences 














Location Date | Host technical service 
Philadelphia. -- - dain diet ieo : es Apr. 25,1955 | Signal Corps 
NEO We eiheisd. 50d obdkt 255+ 0ce bb ee ens .-------| May 18,1955 | Medical Corps. 
ee ‘ June 21,1955 | Transportation Corps. 
GRRE acaboteecess 5D cidinbeaadwtaelace Jéeea oot July 7.1055 | Quartermaster Corps. 
PORE ssn toc'c « ncn acedeeinsin ogo ocb on sseg comabssosene <epees July 8, 1955 | Ordnance Corps. 
PR a cnnsncecdencqemaeneipeos cone ....--} July 20, 1955 Do. 
ee PS oo bbedes -ddintpadesemeseebed ‘ .-----| July 22,1955 | Quartermaster Corps, 
CR anasticcwccce pleemmail tcl Aug. 25, 1955 Do. 
ACIOMER.. none sncccces- prectesseedes Sept. 7,1955 | Corps of Engineers 
pe ee a a ad Sept. 16, 1955 | Ordnance Corps. 


The next chart (chart C) will show the number we had present, 
broken down by technical services, for we had 1,023 contracting offi- 
cers, buyers did beth piace representatives throughout the United 
States sit in on an all-day panel meeting where they were given an op- 
portunity to ask any questions whatsoever they had in mind and bring 
up any gray areas, problems with directives, anything of that nature. 


CHart C.—Attendance 


COUPER nn ok i ine en ae Aine OI is divin cinctssbdbltgstntiiadl 213 
i ih a a at i il see lititaisngslihin di a. 269 
ei = a 179 
Neen eos ies taalis thbecpeonencataiemimieaedincea 96 
Pe coin otc eeecentt engage cearneeseigeaoes allele ice tate eet ae 2 
i ee a ee a Oe ee ee 62 
Na a th conte satel dike Aedidiciodos 54 
ita el em centile 78 

ON scan I ee I os eer iemueaiitanonronem 1, 023 


This (chart D) was the agenda that was used at the meeting. You 
will notice item 6 on the agenda was small business, and I had Mr. 
Askins, my small-business adviser here, as a member of the panel, and 
he made himself available and had a regular presentation that was 
made to the conference at that time. 


Cuart D.—Agenda 

1. Directives 
2. Contracts 

(a) Advertised 

(b) Negotiated 

(ec) Call and open end 

(d) Research and development 

(e) Other 
3. Unauthorized use by contractors of Government-owned facilities 
4. Preaward matters 
5. (@) Department of the Army relations with contracting officers 

(b) Contracting officers’ relations with contractors 

6. Small business 
7. Maintenance of mobilization base 
S. Price redetermination and profit 
9%. All others 


I moderated this panel and, at that time, I asked the small-business 
representatives present from the districts if they would get on their 


feet and tell us just the problems they were having and what we could 
do to help out. 
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Well, needless to say, this was a tremendous help in getting under- 
standing across the board. 

I will continue with my prepared statement, sir. 

Since meeting with this committee last year the Army has made 
considerable progress in its small-business subcontracting program. 
We are encouraged by the attitude and cooperation of our prime con- 
tractors in accepting our program and appointing a company official 
as liaison with small-business firms. Better than 48 percent of firms 
we have urged to adopt the program have responded favorably. Of 
those prime contractors receiving contracts of a million dollars or 
more during the past 8 months of the present fiscal year, 46 percent 
of them by number have been small-business firms. 

We have published two aids to small business during the past few 
months; first, a booklet of Army small-business specialists and rep- 
resentatives at principal purchasing offices on a State basis. This 
booklet incorporates the 48 States on an alphabetical basis and lists 
the name of the small-business specialist, complete address of the 
installation, and lists the command to which the installation is respon- 
sible. Since the release of this booklet we have supplied better than 
500 copies in response to direct requests. The other aid is an alpha- 
betical listing of Army prime contractors who have received contracts 
in amounts of a million dollars or more during the first 8 months of 
this fiscal year. Those prime contractors who have designated liaison 
officials for small-business firms are indicated in the booklet. 

In summing up these achievements, together with what we have 
done in awarding prime contracts to small-business firms, I feel that 
the Army is doing an outstanding job, as evidenced by the 40.4 percent, 
or $665,261,000, which we have awarded to small-business "yen $s in 
the form of prime contracts. That is an increase of nearly 10 percent 
over last year. 

My small-business adviser and other procurement personnel have 
accompanied me to this meeting for the purpose of assisting | you to 
ascertain to your satisfaction our inclusion of small business" in all 
phases of our procurement program. With your permission, I would 
like Brig. Gen, A. F. Cassevant, the Chief of the Procurement Divi- 
sion, Oftice of the Deputy Chief of Staff for Logistics, and Mr. Askins, 
my small-business adviser, tell you of the Army small-business pro- 
gram, policy and procedures. Our presentation includes certain 
charts, which I feel will be of interest to you, and our approach to af- 
fording small business an equitable opportunity to compete for Army 
proc urement. We ask your indulgence during this presentation and 
then we will be glad to answer any “questions. 

Senator Smatuers. Mr. Higgins, I believe you wanted to be excused 
after your statement. 

Mr. Hicetns. I would like to, if it suits your pleasure. I have these 
people here who are intimately familiar with all the details, but the 
fact that we have put a little over 40 percent of our total volume into 
this area I think speaks for itself. 

Senator Smaruers. I must say to you before you leave that, cer- 
tainly, it indicates a desire to be of help to small business, and I 
think it is a very fine statement. Thank you very much for coming 
over. 

All right. General. 
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General Cassevant. Mr. Chairman, I do not have a prepared state- 
ment because of the completeness with which Mr. Higgins has prefaced 
this meeting. I merely wish to state that, as head of the Procurement 
Division, it is in my office that the policies and procedures are formu- 
lated in support of these small-business programs. I have here mem- 
bers of my staff who have detailed information which will answer 
whatever questions may arise after Mr. Askins has made his presenta- 
tion. 

For the record, it is my personal belief that the small-business com- 
munity has fared very well inthe Army procurement program and I 
wish to tell you that we have given personal attention to this thing. 
l personally have. Tama smalltown boy and interested in smalltown 
business and perhaps that is why [ have chased it as avidly as I have. 

But. | dont want to take any more of your time and we will go 
right on with Mr. Askins’ presentation or testimony, and we will go 
through the charts. He hasa complete dissertation here which I think 
will convince you of a job that we feel has been well done. 

Senator SaaTHers. Thank you, General. 

Mr. Askins, we are always glad to hear from you. 

Mr. Asks. In keeping with your letter that you wrote Mr. Hig- 
gins, I have tried not to reiterate things that we have given you in 
the past, because our organizational structure has not really changed. 
What I have tried to do is to give you our report in chart form and 
hope to give you, extemporaneously, a picture in which I feel you will 
be interested, because we have been extremely interested in the outcome 
of the endeavors we have put forth. 

The organization structure (chart 1) is the same as it was last year. 





CHART 1 
ASSISTANT SECRETARY OF THE ARMY 
| LOGISTICS ) iy tee 
! 
——-- , 
FOR LOGISTICS 
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PROCUREMENT DIV. 


COMMANDING GENERAL 
CONTINENTAL ARMY 


SENIOR SMALL 
BUSINESS 
SPECIALIST 


SMALL BUSINESS 
COMMANDING OFFICER SPECIALIST 






CONTRACTING CONTRACTING 
OFFICERS OFFICER 
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The only reason I show you this chart is because, in displaying this 
and passing it out to various agencies of the Government, there have 
been requests for names, addresses and other information about Army 
small-business people; so what we did was to make it on a State-by- 
State basis and include the information relative to each installation. 
I would like to submit this booklet for inclusion in the record. 

Senator Smaruers. I think it should be included as a part of the 
committee files, 

(The document entitled “Army Small Business Specialists and 
Representatives Appointed at Department of the Army Principal 
Purchasing Offices, Continental United States, by State,” is retained 
in the committee files. ) 

Senator Smatuers. Incidentally, I think this booklet is a wonderful 
idea. I don’t recall whether the other branches of the services do this 
or not. 

General Cassrvant. I believe they do. 

Mr. Asxrns. In addition to this, I would like to mention again one 
thing that Mr. Higgins touched upon in his opening remarks, that 
being that about 5 months ago we gave consideration to restating our 
policy and to get the support of the Secretary of the Army of our 
policy and to publish it in Army regulations. 

The Department of Defense policy (4100.9, which is Cooperation 
with the Small Business Administration ; 4100.10, which is the Depart- 
ment of Defense Small Business Program; and 4100.20, which covers 
Subcontracting Policy) has now been incorporated in an Army regu- 
lation, AR 715.3. This Army regulation states this policy clearly 
but does not include operating procedure. 

We have implemented in Army Procurement Procedures the opera- 
tional procedure that is necessary at the contracting officer level, in 
order that the contracting officer may carry on his daily operations. 
The thing that we stress most, and I think it was accepted by this com- 
mittee and other committees here on the Hill, is to not tie the percent- 
age down to a fixed percentage that should go to small business, but to 
strive for one er and policy, that being to afford small busi- 
ness an equitable competitive opportunity to compete for everything 


that we are buying. 

As stated in the Department of Defense directive and in Army regu- 
lations, in order to give small business an equitable opportunity to 
compete (chart 2) we must make available to them access to getting 
placed on the bidder’s list; we must send them invitations for bids or 
proposals; the quantities must be appropriate or we must permit them 
to bid on all or part of a procurement; ifications should be avail- 
able, adequate and clear; drawings available or accessible (because, in 
contracts such as construction contracts, where the drawings will run 
up to four, or five, or six hundred dollars and are so bulky, we do not 
send them out with invitations for bids, but make them available in 
district offices); delivery schedules realistic and reasonable; that 
sufficient time be allowed to prepare a bid or proposal; and that we 
publicize our procurements in the Department of Commerce synopsis. 
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Cuart 2 
DEPARTMENT OF THE ARMY 
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Once we have accomplished each one of these steps, we feel that we 
are affording small business an equitable opportunity to compete for 
the prapene procurement. 

There are purchasing offices where procurement is not a major func- 
tion of the installation; and there may be occasions when all of the 
steps are not a daily routine and a consideration with the contracting 
officer. However, in our major installations you may be sure that 
every consideration is given to the small-business community, from 
the inception of the procurement directive, as Mr. Noone found at the 
Ordnance Tank Automotive Center with the Procurement Assignment 
Board, which was pursued with Mr. Pike yesterday. I am very 
anxious to see the Procurement Assignment Board procedure pursued 
in view of the fact that it is getting the small-business community in on 
the ground floor of procurement. 

As far as policy is concerned, the only other thing that I would 
add would be the very good piece of paper that DOD has out on DOD 
Directive 4100.9, and that is to extend better cooperation with the 
Small Business Administration. 

There was a time back in the old Small Defense Plant Administra- 
tion days when we were hasseling among ourselves aud we felt that 
they were treading on our toes and we were treading on theirs and 
things did not go too well, but we found that there are many occasions 
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when we can use the assistance of the Small Business Administration to 
the advantage of the small-business community, as well as their being 
able to use us; so, by cooperating, we find many times that if we are in 
a lurch and we want a supplier, but the supplier is financially in diffi- 
cult straits, we go to the SBA and they help us. At the same time 


when they make a request for us to give special consideration we try 
to reciprocate. 

The next two charts (charts 3 and 4) have been drawn up, with a ; 
little different approach than we have ever done before. They are the 
result of a study that I have wanted to make for some time, and that is 
to show why we have our purchasing offices where we have them 
throughout the United States and why we have our major purchasing 
offices so located. Chart 3 has been developed from information from 
the last census. It was taken on manufacturers, including white- 
collar workers and manufacturers, of concentrated areas throughout 
the United States. Predominantly our manufacturing is concen- 
trated in the Midwest and Eastern States and on the west coast. Be- 
tween 100,000 and 500,000 people in the manufacturing field are desig- 
nated by the otathaiket sections, and that which is the lesser con- 





centration is shown through here, in the Midwest, by the light gray 
color. 
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CHArtT 4.—Department of the Army, procurement awarded by States 
Annual | Prime | Annual | Prime 








Employees! value | contracts || Employees value contracts 
State | engaged | added | placed || State engaged | added | placed 

in manu- |by manu-) July-De- || in manu- |by manu-| July-De- 

facturing | facture | cember | facturing | facture | cember 
1955 ! | 1955 ! 

Number | Millions | Millions || Number | Millions | Millions 
Alabama._... cs 228, 000 $1,311 $13 || Montana......--- 18, 000 $142 $2 
MRNOOR.. 5 < Soke ccc 24, 000 231 4 || Nebraska...---- oa 59, 000 401 10 
Arkansas... ...... 81, 000 427 & || Nevada........... 7,000 67 1 
California.........] 1,059, 000 8, 153 123 || New Hampshire_- 89, 000 427 9 
Colorado......-.-. 60, 000 438 10 |} New Jersey --_---.-- 853, 000 6, 451 66 
Connecticut - __-- 458, 000 3, 193 15 ||} New Mexico__---- 13, 000 129 12 
Delaware._....... 59, 000 379 6 || New York _-----.- 2, 053, 000 14, 410 213 
District of Colum- | North Carolina. _. 446, 000 2, 274 170 
as eos -| 20, 000 151 17 | North Dakota_._- 8, 000 47 9 
Florida _---------- 111,000 691 i) Mis. 3-s00-0s- 1,420,000 | 11, 192 60 
Georgia_.......... 306,000 | 1,545 12 || Oklahoma........| ' 86,000 Sod 7 
S, <. ue. Ge cn as 3, 166 Sa 132, 000 Qs0 5 
Illinois... 1, 316, 000 10, 112 66 || Pennsylvania__.._| 1, 591,000 10, 794 80 
ese eee , 205 35 || Rhode Island _-__- 152, 000 824 4 
Iowa...... 166 1,179 14 |} South Carolina. __ 223, 000 1, 056 10 
Cas 138 1,001 7 || South Dakota_--. 10, 000 81 2 
Kentucky. ------- | 150 1, 213 11 |} Tennessee... -_.--- 275, 000 1, 685 10 
Louisiana.......-.-', 153 1, 180 11 |} Texas_._._- 2 420, 000 3, 486 36 
nt 110 584 BE Gis eiticocontnun 35, 000 272 4 
Maryland________| 262 1, 855 28 || Virginia_..........| 256, 000 1, 630 15 
Massachusetts... - 741 4, 630 44 || Vermont..........| 39,000 247 1 
Michigan......... 1, 231 9, 782 72 || Washington. -__._- 190, 000 1, 482 21 

Minnesota__------ 214 1, 554 14 || West Virginia_.._- 134, 000 1, 105 5 
Mississippi----.--. 93 457 3 || Wisconsin........| 481,000 . 29 

Missouri..........| 405,000 2, 781 14 |} Wyoming--.._---- 7, 000 54 5 

' 





1 Does not include interdepartmental or interservice procurement. 


Mr. Asxrns. I appreciate, when I look over the membership of this 
committee, as well as the House Small Business Committee, that it 
might be dangerous to make this approach, but I think that we should 
face reality ; that, if the industrial capacity is not there, the purchas- 
ing offices are not there either. 

Along with this, in studying this manufacturers’ census, I was inter- 
ested to see just how much of an impact the Department of the Army’s 
procurement has on each State. Let us take Alabama, for example. 

here are 228,000 manufacturing and white-collar workers in manu- 
facturing in the State of Alabama. The last survey showed an an- 
nual value added by manufacture of $1,311 million. The prime con- 
tracts placed by the Department of the Army the first 6 months of 
1955 was $13 million. 

Senator Smaruers. How many white-collar workers, number of em- 
ployees, are engaged in manufacture in Florida? 

Mr. Asxrns. 111,000, sir. That is as of the last census that was 
taken. 

Senator Smaruers. When was the last census taken ? 

Mr. Asxins. In 1953, sir. There is a census now in the process of 
being computed and I intend at that time to bring this study up to 
date, because I am anxious to see the impact. 

But the thing that this does convey is that even with just the Army’s 
procurement it is not a terrific impact on your overall economy of your 
State. The combined efforts of the Army, Navy, and Air Force triple 
a but it is interesting to us to take a look at it from only the Army 
angle. 


ee LE LLL LL TT 








GOVERNMENT PROCUREMENT—1956 117 


Here in chart 5 I will offer some repetition of last year only because 
my philosophy and theory is that, as we go along with procurement 
and get back to a normal half-peacetime procurement, we will get a 
higher percentage going to small business i ause of the type of item 
that we are buying. It is entirely possible that the type of warfare 
that we are going into may fluctuate and distort this picture, because 
guided missiles go into the same category as tanks, special-purpose 
combat vehicles, and others; but my contention is, had we not gotten 
into the guided-missile program, as we come back toward normal! 
peacetime procurement—and we would be procuring regular normal 
housekeeping items—that the percentage of small business would be 
as high as it was in 1949, where it was 19 percent. The last figure we 
had on fiscal year 1955 was 36 percent. That was for a full year, 
and, as I will show you in just a moment, that percentage is staying 
just about at that level, even though our overall diliested procurement 
has dropped back. 
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Last year we presented to this committee for consideration (chart 6) 
those items or programs which we possibly should give consideration 
to, because of their complex nature, and it was conceded, No. 1. that 
those were items or programs that only big business could make, and, 
No. 2, that usually in that type of an item or program we negotiate 
the procurement. So, we took 5 programs which were accepted by 
this committee last year and I only show them to you again this vear 
because I feel that I should not extend them beyond these 5 programs, 
o say these are items or programs that are not susceptible of accom 
» lishment by small business, assuming that the balance is a potential 
for small business, and. out of that possible potential, we awarded 
oS percent to small business as prime contracts. 


CHartr 6 
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Pursuing further the idea with regard to advertised procurements 
versus negotiated procurements (chart 7), and conceding that you le 
allowed the Army last year to negotiate these items in these 5 pro- 
grams and by public law you require that we negotiate subsistence, and . 
also by public law all procurements of $1,000 or less are negotiated, . 
I was interested in taking a look at this picture to see if we really . 
are abusing negotiation. 
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by removing these 3 from the total obligated procurement, 

mange us $1,112 million and projecting this for comparison it gives 

us $358 million being negotiated, against $476 million being advertised. 

The actions are approximately even: 49,000 actions in the adver- 
tised field, 48,000 actions in the negotiated. 

On those items that we negotiate—and there was an interest by 
the committee as stated by an informal memorandum given to the 
Departments of the Army, Navy, and Air Force, that there was possi 
ble interest in this area—we have set forth for you in chart 8 the 17 
exceptions under Public Law 413 which shows a breakdown of large 
and small business on those procurements negotiated under these excep- 
tions. ‘They have not been kept in chronological order for the simple 
reason that these exceptions shown at the top are the ones most used 
and that you have shown the most interest in. This subject of adver- 
tising versus negotiation later on becomes an item in my discussion. 


CuArt 8.—Department of the Army procurement '* by use of negotiation authority 
under Public Law 413° 


Sec. Public Law 413 exceptions Total Large Small 
| business busines 








2 (c) (14) | Technical and specialized services (tanks, guided missiles, ra- 

| dar)_. ated : i ; : 357, 198 348, 861 | &, 337 
2 (c) (9) | Perishable subsistence odie ; 97,235 | 37,226 60, 009 
2 (c) (10) Competition not practicable - _ __- 140,620 | 106, 103 34, 517 
2 (c) (11) | Research and development (not used for quantity products 102, 400 83, 932 18, 468 
2 (c) (16) | Industrial mobilization _- oe Mt 4 ; | 60,674 67, 489 2, 185 
2 (c) (8) | Resale _-_- ES ER See 7 inches 14, 560 11, 450 3,110 
2 (c) (2) | Public exigency - aa 20, 128 9, 774 10, 354 
2 (c) (4) | Personal or professional services. - -- te4 12,%29 1, 174 11, 355 
2 (c) (12) | Classified -_- ~ 2, 222 1, 971 251 
2 (ec) (5) | Services of educational institutions - d 1, 706 | 1,173 533 
2 (c) (15) | Negotiated after advertising on ‘ - ciel 1, 300 978 502 
2 (c) (13) | Standardization __- 7 Sets 1, 024 981 43 
2 (c) (7) | Medicines and medical ation chad taal a 148 132 16 
2 (c) (17) | Otherwise authorized ch waiaae 78 0 78 
2 (c) (1) | National emergency-_----- pita eek ; 104, 910 46, 367 58, 543 


1 Does not include interdepartmental or interservice procurement. 
3 Includes actions of $10,000 and over only. 


Mr. Asxrins. In analyzing our procurement (chart 9), I have 
always been curious to be able to segregate the advertised versus the 
negotiated, the actions and awards to small business versus large busi- 
ness, on a basis of procurements by categories, $1 to a thousand, a thou- 

sand to five, five to ten, and ten to twenty- five, ¢ and on up to $5 million 

contracts and over, because I have been interested in knowing whether 
small business was participating in the full range of procurement. 
When I got into this feature, I felt I shoud break it down into adver- 
tised and negotiated procurements to see if they were being left out 
of the negotiating field and were only in the advertising field. We 
have broken each one of those down into large and sm: all business. 
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CHart 9.—Department of the Army obligated procurement,’ by dollar categories, 
first 6 months fiscal year 1956 


[In thousands] 





Advertised Negotiated 
Category Actions Dollars Actions Dollars 
| j | 
Small | Large | Small Large | Small | Large | Small Large 

Less than $1,000_. 7 ‘ 30, 136 4, 372 4, 666 763 |541, 106 126,913 | 58, 440 22, 638 
$1,000 to $4,999- ae | 7,710 758 | 17,252 3,895 | 26, 352 | 14,198 | 54, 201 29, 778 
$5,000 to $9,999 | 1,721 428 | 11,264 2, 435 7 302 3,893 | 53, 259 27, 758 
$10,000 to $24,999. __. ——— 978 338 | 18, 530 6, 712 4, 007 3,477 | 73, 587 56, S81 
$25,000 to $49,999 | 407 156 | 16, 294 6, 852 702 572 | 27,833 23, 165 
$50,000 to $99,999 | 269 155 | 21,347 | 12,131 305 351 | 22,581 | 27,647 
$100,000 to $199,999... ‘ a 205 | 70 | 31,392 | 11,716 125 196 | 20,512 33, 538 
$200,000 to $299,999. _ 95 15 | 24,317 4, 530 52 90 | 14,005 25, 181 
$300,000 to $499,909. ___ 77 | 30 | 30,579 | 13,023 33 59 | 13,333 | 27,6380 
$500,000 to $999,999 x 79 30 | 55,705 | 25, 471 26 39 | 18, 295 35, 103 
$1,000,000 to $1,999,999 __ | 30 23 | 39,742 | 30,212 3 22 5, 225 45, 329 
$2,000,000 to $4,999,999. ____- . .| 4) 14 | 12,365 | 41,217 2 15 | 12,930 51, 108 
$5,000,000 and over___. | 1 4 7,607 | 26,124 16 5 391, 849 

Total 41,712 7,393 (291, 060 185 , O81 580,615 149,841 374, 201 797, 605 


! Does not include interdepartmental or interservice procurement. 


Mr. Asxtns. I call to your attention particul: arly in this line here, 
in the negotiated field, that the turning point for procurements going 
more to lar ge business is at the $50, 000 contracts, they reverse them- 
selves and more contracts go to lar ge business than go to small business. 
However, the total dollar value is just about the same. 

Over here under the advertised part of this chart (chart 9) there 
is no time in the advertised field that small business does not exceed 
large business procurements in number of actions. 

Another thing I would like to call to your attention is $1 million to 
$2 million; there were 30 actions in the advertised field for $39,742,000 
going to small business. At that same time negotiated procurements 
were being carried on, there were 3 contracts in that same area, $2 
million to $5 million, small business got 4 in the advertised field and 
2 inthe negotiated. 

In $5 million and over, small business is still in the running, getting 
their share. 

There has been considerable question, and I am afraid it has been 
the lack of education or explanation on our part, with regard to 
cancellations and deobligations (chart 10). There seems to be a feel- 
ing among some people that we get $6 billion at the beginning of the 
fiscal year and when we start canceling we are canceling out on that 
appropriation that we received for the year. 
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That is not necessarily true because deobligations are, or cancella- 
tions could well be, and in most cases are, money that we obligated 
last year or 2 years ago. The contract has not run its span, has not 
been completed, but we no longer, maybe, have a requirement for the 
item, and therefore, for the convenience of the Government, we cancel. 
However, in order to clear up this picture and to show the impact on 
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the small-business community during this first 6-month period, we 
obligated this amount of dollars ($1,648 million). We awarded of 
this amount, $983 million to large business and $665 million as prime 
contracts to small business. 

During this same period of time our total deobligations were $229 
million; $211 million of these deobligations were against large business 
and only 7 7.9 percent were deobligated against small business. 

In chart 11 is a breakdown of our procurement for fiscal year 1955 
to refresh your memory of what we presented to you last year, and 
breaking it out into formally advertised and negotiated procurements, 
and then the total awarded to small business. For this period of _ 
(the first 6 months of fiscal year 1955) we gave 32.1 percent, or $723 
million, to small business. For a like period of fiscal year 1956 
(chart 12), the percentage is 40.4 percent, while the dollars are only 
$665 million. 


CHart 11.—Department of the Army obligated procurement, first 6 months fiscal 
year 1955 (July 1, ane a0 to Dec. 31, me) 





Obligated procurement 























Percentage | set Actions Percentage Dollars 

WR tac tacic stat ee (a) 100 percent_- | 691, 704 | (f) 100 percent -__-___-_-___|$2, 253, 748, 000 

| quan a _ 

A. Formally advertised. qt (b) 6.5 percent of (a) - . 084 | | (9) 23.3 percent of (f)-.-- 524, 706, 000 

1. Awarded tosmall | | (c) 85.8 percent of (5)-- ~| 3 ,689 | (h) 62.5 percent of (g)_..| 328, 150, 000 

usiness 
B. Ne er de ..;| (d) 93.5 percent of (a)___| 646,620 | (i) 76.7 percent of (f)__--| 1, 729, 042, 000 
1. Awarded tosmail (e) 77.8 percent of (d) __- “| 503, 279 | (j) 22.9 percent of (i)....| 395, 531, 000 
usiness. | | | 

Cc, eS one to small | 78.4 percent of (a) __-- ---| 541,968 | 32.1 percent of (f)---.--- -| 723, 681, 000 

yusiness, | 








4 New procurement only. Does not include interdepartmental or interservice procurement. 


CHarT 12.—Department of the Army obligated procurement,* first 6 months fiscal 
year 1956 (July 1, 1955, to Dec. 31, 1955) 





| 


| Obligated procurement 
| 





} 
j Percentage | Actions | Percentage Dollars 
} | | 
Dota .. ...ckiieiiia (a) 100 percent_-_-_-_-._--- 779, 561 | (f) 100 percent__-__-___--/$1, 647, 947, 000 
A. Formally advertised_-._| (b) 6.3 percent of (a)_..-| 49,105 | (g) 28.9 percent of (f).--- 476, 538, 000 
1. — tosmall | (c) 84.9 percent of (b)...| 41,712 | (h) 61.1 percent of (g) --- 291, 060, 000 
yusiness. 
B. Negotiated vcccccaticsacx (d) 93.7 percent of (a)_..| 730,456 | (i) 71.1 percent of (f)___-| 1, 171, 806,000 
as — tosmall | (e) 79.5 percent of (d)__.| 580,615 | (j) 31.9 percent of (i) __-- 374, 201, 000 
usiness. 
C, Total awarded to small | 79.8 percent of (a)_..--_.- 622, 327 40.4 percent of (f)_......-| 665, 261, 000 
business, 


1 New procurement only. Does not include interdepartmental or interservice procurement. 


Mr. Asxins. The question arose last year, and we were not able to 
give you an answer in view of the fact that we had no system set up 
for reporting procurement being placed on a research-and-development 
basis by large and small business. Since that time we have been able 
to compile these figures for you (chart 13) and it is set up in our 
system to give us a continuing report. 
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CuaArT 13.—Department of the Army, research and development prime contract 
with all business firms, first 6 months fiscal year 1956 (July 1 through Dec. 31, 
1955) 


2 


Actions Percentage Obligated Percentage 


dollars 
a i a eR A aed ann 538 100 $85, 607, 000 100 
Small business_..........-- Ce Eee. 228 42.4 12, 029, 000 14.1 
Large business... -.--.-- 


310 | 57.6 73, 578, 000 85.9 


Mr. Asxkrns. Of the research and development prime contracts with 
all business firms during the first 6 months of fiscal year 1956, small 
business has received 42.4 percent of all the contracts we have placed 
by number, and $12,029,000, or 14.1 percent of the dollars. Large 
business has received 57.6 percent of the contracts or $73,578,000, or 
$5.9 percent of the dollars. 

I think, with the great amount of work we are doing and stress that 
we are placing in the guided missile field and other work that we 
are doing for the Navy and the Air Force, it is quite understandable 
because it is a field that we are not thoroughly grounded in and there 
is much research and development to be done on these large programs. 

Here is a comparison (charts 14 and 15) of what we have been 
able to do as far as our share of what has been placed with small 
business concerns of the overall contracts that have been placed by the 
Department of Defense, the Army, Navy, and the Air Force. Out of 
all the actions placed from the zero line to the upper plotting point 
were the total actions placed in contracts with small-business firms 
by the Army, Navy, and the Air Force. The Army’s portion is the 
shaded area, which is 46.8 percent of the actions which were placed 
by the 3 military departments. 
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Senator SmatHers. How does your figure compare with the Navy's 
figure and the Air Force’s figure? In other words, do they agree that 
that is the total amount? That the Army comes up that high? 

Mr. Asxkrns. Yes, sir. This is conveyed in the figures that were 
given to you by Mr. Pike’s staff earlier. It is not in the charts (charts 
14 and 15); we have no chart but it is in table form, and we have 
only plotted it as shown in that report because they get their figures 
from consolidated reports that we send them. 

Chart 14 is on an action basis and chart 15 is on a dollar basis. 
During the first 6 months of fiscal year 1956, the total dollars placed 
by the Department of Defense was $747,974,000, and of that amount, 
49.6 percent was placed by the Army. 

As I have said to you on several occasions—and I would like to 
clarify it at this time—I think, in all fairness to the other two depart- 
ments, that we must remember—and we must make it a part of the 
record—that the type of items that we, the Army, are buying lend 
themselves to small business; where not every item by every bureau 
gives the Navy and Air Force the advantage that we have; and 
definitely the Air Force program on large ships and research and 
development work that they are doing, as well as their guided-missile 
program, does not lend itself to small business. 

You asked me a question last year about new small-business firms 
that are prime contractors with the Army for the first time, but I 
thought I had better give you the figure again this year (chart 16) 
in view of the fact that in the first 6 months of this year we added 
1,098 new small-business firms as prime contractors for the first time 
with the Department of the Army. I still do not have the answer of 
how many we lost in the like period of time, because there is no way of 
our knowing how many small-business firms drop by the wayside. 


Cuart 16.—Deparitment of the Army—New small-business firms added to the 
Department of the Army supply base as prime contractors during first 6 months 
(July 1, 1955, through Dec. 31, 1955) 
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Senator Smaruers. What is that figure again ? 

Mr. Asxrns. 1,098 new firms added to our supply system. 

Senator Smaruers. In other words, do these firms actually have 
new contracts with the Army or is that just the new firms that have 
been added to the circulation lists? 

Mr. Asxrns. No, sir; they have actually received contracts. 

Recently Mr. Higgins and General Cassevant reviewed a study that 
was made on behalf of advertised-versus-negotiated procurement and 
were thoroughly convinced, by the figures that were compiled, that 
small business does equally well in the negotiated field (chart 17). 
A like study was made by Mr. Hamlin of Mr. Pike’s office, and that 
encaeagetor was given to the committee earlier, in advance of the 

earing yesterday. We have approached it in a little bit different 
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light in view of the fact that we feel, in the Department of the Army, 
that the oer is conveyed much better to give it to you in a chart 
form rather than in table form such as was the study made by DOD. 


CHART 17 


ACTIONS $10,000 OR MORE 


(SMALL BUSINESS POTENTIAL) 
$712,000,000 


O% 
AWARDED 
TO 
SMALL BUSINESS 


66% 
AWARDED 
TO 
SMALL BUSINESS 


I 
ACTIONS $10,000 OR MORE 
$649,000,000 


(EXCLUDING SMALL BUSINESS POTENTIAL) 
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ACTIONS LESS THAN $10,000 
$ 286,000,000 
DOES NOT INCLUDE INTERDEPARTMENTAL OR INTERSERVICE PROCUREMENT 
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In the actions of less than $10,000 for the first 6 months of fiscal year 
1956, we awarded 70 percent of the advertised and negotiated pro- 
curements in that area to small business. In actions of $10,000 or 
more, which was a small-business potential, taking out large pro- 
grams such as guided missiles, we awarded to small business 66 per- 
cent in prime contracts. Putting into those programs the guided 
missile and complex items which “small business cannot make, there 
were no awards made to small business. 

In breaking these figures down further into the advertised and nego- 
tiated field for the 6-month period (chart 18), we find that of the 
awards made to small business on a dollar basis, 60.5 percent were 
awarded by the advertised method. Of the negotiated procurement 
for this same period of time the awards made to small business as 
prime contracts were 73 percent. And in the short, brief study that 
was presented to you before this hearing in a book of some 20 sub- 
jects there is a summary of the study that was made. It was not the 
complete study. In the event that you would like to pursue it fur- 
ther, we will gladly furnish you same. 

As you know, there was considerable interest last year, but more 
so on our part, I believe, in the subcontracting field. To be real frank 
with you, I was a little leery at the time we came out with a policy 
in behalf of the defense subcontract small-business program because 
really and truly the reason we have primes is to give them the full 
responsibility to deliver to us an item which will function and allow 
us to meet our mission. However, after studying and thinking about 
the thing I can see the committee’s viewpoint, that they are our 
dollars that we are spending and possibly we should do everything 
we could with our prime contractors to urge them to cooperate in the 
same manner in which we are in behalf of the small-business program 
and to get them to place as much business as possible with small- 
business firms. 

We have contacted and urged to set up our small-business 447 prime 
contractors who have prime contracts of $1 million or more (chart 
19). Much to my surprise, because the directive is set up that we 
will only urge those for which we have ASPPO cognizance, in other 
words where we actually are responsible for the company, I did not 
approach it in this fashion at the time the companies were urged. 
If we placed a $1 million contract with them, regardless of who had 
ASPPO cognizance, we urged them to set up a small-business pro- 
gram. So, ‘of that 447, there are only 150 which are direct respon- 
sibility when it comes to ASPPO cognizance; but, of the 447 that 
we contacted, 212 of them have agreed to put in our program and 
have appointed a liaison official. And, in this booklet? here I have 
listed for you the companies that were contacted. 


1The booklet referred to, Partial Listing of Army Prime Contractors, is retained in the 
committee files. 
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CHart 19.—Department of the Army subcontracting program 


Number 
of firms 


Army prime contractors requested to comply with Army policy on subcon- 
tracting to small business and appointment of a liaison officer {Army 
Circular 715-1) (Army Regulation 715-3) .-----__- i a as Ba 

Those who have responded 


Mr. Asxrns. I am not afraid of any repercussions from the com- 
panies that we have listed here with the company name on one line 
and beside a blank for the name of the liaison representative, for 
the simple reason that I feel that, as soon as they see the booklet and 
know that it is out, they will come our way in accepting the program, 
and will appoint an official. 

Mr. Noone. Mr. Askins, it was my understanding that within the 
Department of Defense the responsibility for following through on 
setting up a subcontracting program oink rest with the Department 
having the mobilization planning responsibility for the major prime 
contractor. Doesn’t your policy of dealing directly with the Army’s 
major primes conflict with that plan? 

Mr. Asxrns. No, sir; it does not. This is a matter of urging, and 
the policy is set up where we will follow through to see that the pro- 
gram is being carried out and the reporting system will be done. That 
is where we really get into it service by service. 

Mr. Noone. I know, but you state that of these 447 prime contractors 
to whom you have sent letters approximately 150 are actually under 
the Department of the Army’s cognizance; is that right? 

Mr. Asxkrns. That is right. 

Mr. Noone. Isn’t that liable to lead to some cross-reporting and 
confusion ? 

Mr. Asxrns. No, sir; it will not. I will tell you why, Mr. Noone. 
We feel it is our responsibility, because on a week-by-week basis where 
a million-dollar contract is placed, we are now urging the company, 
giving them a copy of our policy and asking them to appoint a liaison 
representative. At the same time, when the field followup work is 
done, they know that they report to the Air Force, that the cognizance 
belongs to the Air Force. But we feel that it is our obligation, hav- 
ing placed a million-dollar contract with them, to bring it to their 
attention that there is a program and that we want them to accept it 
and to appoint a liaison official. 

Now, the services have been very good about this. There is nothing 
on paper, nothing in a directive, but the three of us, Commander Cur- 
tin and Mr. Weddell of the Air Force and myself have worked it out 
that every time we make up a list and we urge a company and they 
appoint a representative, we send them a copy. We cross this thing 
and they do the same thing with me. I am not quite up to date on it 
because the Air Force is out at Wright Field and we may be a little 
bit behind there, but I think when we get this thing sifted down, we 
will all have our equal responsibility, and I believe it will be about 
one-third of the prime contractors in the Department of Defense 
which will belong to the Army, one-third to the Navy, and one-third 
to the Air Force. 

The only contractual arrangement we have at the present time is 
this clause stated here (chart 20). That is some by ASPR-7- 
105.14. This is the utilization of the small-business-concerns clause 
which is shown here. 
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CHART 20.—Subcontracting clause utilized in every contract over $5,000 where 
practical (ASPR 7-104.14) 


UTILIZATION OF SMALL-BUSINESS CONCERNS 


(A) It is the policy of the Government as declared by the Congress to bring 
about the greatest utilization of small-business concerns which is consistent 
with efficient production. 


(B) The contractor agrees to accomplish the maximum amount of subcon- 
tracting to small-business concerns that the contractor finds to be consistent with 
the efficient performance of this contract. 

Mr. Asxins. I feel that possibly the Department of Defense direc- 
tive as put out on the subcontracting program was initiated for the 
simple reason that this is about as far as you can go on a contractual 
arrangement with the prime contractor, in an effort to get him to co- 
operate with you in your endeavors to help the small-business com- 
munity, whereas, if you try to cram it down his throat he might turn 
around and tell you, when you receive an item or when you inspect it, 
“Well, after all, you told me to use this subcontractor and I know that 
his product doesn’t come up to snuff and it doesn’t meet the inspec- 
tion. I am sorry; you took the responsibility out of my hands.’ 

Mr. Noone. In this area, however, doesn’t the Army have a greater 
influence than that? Doesn’t the Army require major military prime 
contractors, particularly on cost-type contracts, to name their subcon- 
tractors in saeuadh and give the Army an opportunity to pass on them ? 

Mr. Asxins. That is right, sir. At the same time, we have gone a 
little bit further than that, Mr. Noone, and I am sorry that Mr. Higgins 
is not here to tell you about it personally. When it came to one of the 
last Nike contracts that was phat: it was worked out with the prime 
contractor of exactly what the Department of the Army wanted to do 
on the east coast here, what items they wanted the prime contractor 
to make, and the other items they wanted from the subcontractors, and 
they even had them make a survey from Florida up to New England to 
find manufacturers that they could let this out to on a subcontract 
basis. And, I think that this is a healthy and a more effective way to 
do this thing. On the cost-plus-fixed-fee, yes. We know who their 
subcontractors are going to be; they are brought in for review by the 
contracting officer. 

Mr. Noone. Have you had any occasion where the prime in advance 
of receiving the contract has named his subs and then later on has de- 
cided to build rather than to buy components that he said he was going 
to buy / 

Mr. Asxkins. I don’t know of any specific case. Do you, General 
Cassevant ? 

General Cassevant. Yes, this can happen. This may not apply 
necessarily to small business. In the Nike missile, for example, after 
trying for about 2 years to get a particular type of gyro for the con- 
trol mechanism, the prime contractor finally gave up. Gyros have 
been made in this country for a good many years, but the prime con- 
tractor finally gave up because he could not get the accuracy that he 
needed for control and had to go into his own plant and make the 
item. So, that can happen. 

Mr. Noone. That is done with the knowledge and consent of the 
Army ? 

General CAssEvAnT. Oh, yes. 
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Mr. Noone. I was thinking about the situation where a contractor, 
perhaps to encourage the Army letting a contract to his company, 
would state that he was going to do an extensive amount of a 
contracting, and then, after getting the contract, it turns out he is not 
going to do as much as he said he would. 

(General Cassevant. I know of no instance where that has happened, 
nor do I see how it could happen, because we stay too close in the ad- 
ministration of a contract for that sort of thing to come up. 

Mr. Noone. I am just testing the real strength of the small-busi- 
ness program in this area. 

Let us assume that a contractor did do that, that in the interest of 
small business you were trying to foster an extensive subcontracting 
program on the part of a major contractor, let us say, and the con- 
tractor does assure you that he does have X number of subcontractors 
and this number in the small-business area, and then later turns 
around and curtails the subcontracting program. Do you feel that 
the Army would be in a position to direct him to subcontract in that 
situation ? 

General Casstvant. Well, we can’t very well do it, and I don’t 
see any reason why we need to because [ have found no occasion where 
a prime contractor, large or small, is unwilling to do business with 
small-business concerns that have the competence to turn out the 
product. I have noted in no case a statement that they would rather 
do business with big business than with small business. They are 
pretty shrewd and they do business where they can get the best 
product at the best price 

Mr. Noonr. This will have to be a hypothetical question. Assum- 
ing that that situation did develop, do you feel the Army would have 
the authority to direct them to undertake a more extensive subcon- 
tracting program ? 

General Cassevant. We would then be taking the responsibility 
for the final product if we would do that, and we cannot hold the prime 
contractor responsible for the product if we move in and tell him how 
and where to buy. It just wouldn’t be good business. We wouldn’t 
want to and we can’t. I don’t think we should try. This is taking 
on a dangerous position. 

Mr. Askins. We have two more charts. You know that yesterday 
it was announced that the Bureau of the Budget has approved our 
subcontracting reporting form. Heretofore, we had no way of gather- 
ing figures except on a voluntary basis. On a voluntary basis I went 
to 12 of the Army primes. I have scrambled them. I can’t tell you 
who they are, because I don’t know. Voluntarily, they have told us, 
dollarwise, of what they are giving to small business. The amount 
they are giving to small business is this percentage range here. 

I am anxious to see these reports come in after the first 6 months to 
see how close they are to what they have said here. 

One of our primes cooperated very nicely to oe us a breakdown 
on what number of small businesses and large businesses they were 
doing business with in 1955 as compared to 1954, and the dollar volume 
that is going on a subcontract basis to both small and large business. 
And, this bears out what General Cassevant said. They are anxious to 
do it if they can deliver the goods. And, if they are not, I can’t blame 
them and I believe you wouldn’t either. 
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Mr. Noone. I would like to refer to the brochure you gave us wit! 
the material prepared in advance, the Department of the ‘Army smal] 
business book.’ 

Mr. Askuns. Yes, sir. I might like to preface this by saying this, 
Mr. Noone, each one of these areas we feel that the way we operate 
in the Department of the Army that we have a man that specializes 
in the field 1 ‘ather than having 50 people all working on many subjects, 
so in the event that we would like to use the witnesses we have brought 
or a man, say, on progress payments, who knows his business and lives 
with it daily. We would like to ask him to come forward in behalf 
of the questions. 

Mr. Noone. Fine. My first question relates to your subsection I, 
relating to so-called suitability criteria. In your last paragraph you 
make the statement: 

The suitability method is not a proper method of reviewing proposed procure- 
ments and analyzing statistics because of the human element involved. Neither 
is the method of reporting a percentage of the “potential” a realistic method of 
reporting participation. 


Do I understand that to mean that you are not in sympat hy with 
the present system of reporting on the potential area of small-business 
participation in procurement / 

Mr. Askins. No: here is what I mean by that, Mr. Noone. I have 
always, in the 314 years that I have been in this program, contended 
as long as there are two people reviewing whether this glass could 
be made by small business or large business or whether it is suitable, 
that there is a human element to contend with, and I feel that any 
time that we start reporting the percentage that we are giving to small 
business out of what we consider suitable, it is a flexible figure, because 
it can never be the same if you did the screening or if I did the 
screening. 

Mr. Noone. I think that is true, but don’t you think that the present 
criteria are an improvement over the old suitability criteria? 

Mr. Asxins. The present criteria we have is better, and it is better 
for this reason: It tells us that we have no small-business source w hich 
we can go to or either they did not bid, or, in the cases where they 
bid and “they were not low or they did not meet a preaward survey. 
All that criteria is very good, and it is tangible and you can put your 
hands on it and then we can say the balance of it must have been in 
the potential. That is the way we are arriving at our present poten- 
tial, but it is not a human element, it is a cold fact that they didn’t 
bid or we didn’t have a source. 

Mr. Noone. It does not take into account, of course, the fact that 
there can be a source which that particular contracting officer does 
not know about. 

Mr. Asktins. That is correct, and therein we have tried to remedy 
that by our Army regulation and with the cooperation ” the Small 
Business Administration, because they are privileged at any time 
they feel they have a source that can manufacture an idee that they 

“an give us the name of that source and we will include them. 

Mr. Noone. I have some questions relating to your paper on sub- 
contracting, under tab J of your booklet. Many of these questions 
will tie back into the charts which you have already discussed. 


2 The material referred to appears as appendix IT, p. 275, 
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There is a statement in here to the effect that the Assistant Secretary 
of the Army for Logistics wrote personal letters to some 300 Army 
prime contractors. When were those letters sent to the contractors? 

Mr. Asxins. We initiated our first set of letters, as per the exhibit 
that is attached to that statement, on October 21. 

Mr. Noone. And then to date 48.8 percent have appointed liaison 
representatives. Is that correct ? 

Mr. Asxrns. That is correct, sir. 

Mr. Noone. That os me a little bit. It strikes me as being a 
rather low percentage. I would expect that you would have almost 
100-percent response and cooperation. 

Mr. Asxkins. That percentage is not properly conveyed to you be- 
cause we do not have ASPPO cognizance in all cases. In approaching 
the 447 T have made the mistake by including, for example, the ABC 
Co., which belongs to the Air Force. They have already reported to 
the Air Force that they have initiated the program and appointed a 
liaison official. And, that is not in my total. 

Mr. Noone. Some people who have not responded to your letter, 
may have responded to the other two departments ? 

Mr. Asxrns. Yes; and we are now exchanging information on that, 
to try to get this in the proper department so that we each know who 
has appointed liaison officials. 

As I said, in presenting the charts, as the million-dollar contracts 
come up every Monday morning I get a copy of the million-dollar 
contracts placed for the week and those letters go forward with a copy 
of the Army regulation, our policy, asking them to read it carefully, 
initiate the program, because when we start to check these we want to 
be sure that they do it, if they say they will, and those are the 
ones that are shown in that book that have appointed a liaison official. 

Mr. Noone. On the same page of your presentation, you state that 
the Army requested 12 prime contractors to voluntarily submit infor- 
mation indicating what percentage of the dollars they receive in 
defense prime contracts are subcontracted to small-business firms, 
and then you refer to chart 21. 


CHART 21.—Department of the Army, subcontracting by primes to small business 
; (voluntary information) 


Percent to Percent to 
Company small business Company small business 


Mr. Noone. There are some extremely high percentage figures in 
chart 21, and I am just wondering whether the contractors understood 
your letter. If the letter is paraphrased correctly, you asked for the 
percentage of the dollars they receive—in other words, the prime con- 
tract dollars—the percentage of dollars they received which are sub- 
contracted to small-business firms. 

Taking company A of chart 21, it would indicate that they subcon- 


tracted to small business 55 to 61 percent of their prime contract 
dollars. 
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Mr. Asxins. And we know from Senate Report No. 206 (83d Cong., 
Ist sess.) that this is evidently a misunderstanding, and we have gone 
back tothem. I don’t want to press them unduly on voluntary infor- 
mation and I felt that I onal have a good check on this when we 
started getting our first 6-month report on these companies. Remem- 
ber, these are companies that have volunteered to make a report to us. 

Mr. Noone. I know that our survey indicated that major primes 
were subcontracting somewhere in the neighborhood of 57 percent of 
their prime contract dollars to both large and small subcontractors. 

Mr. Askrns. Yes, the 28 companies you went to is around 

Mr. Noone. And just 24 percent of their subcontract dollars went 
to small firms, so that is why those figures struck me as being unusual. 

Mr. Asxrns. That has been a question with some of them. How- 
ever, that was not the case of this prime that gave us this information 
on the breakdown for 1954 and 1955 on chart 22. That was not the 
case with them. 


CHART 22. Saree by an Army prime contractor 


Suppliers Payments 


Number Percentage Amount Percentage 


Small business : | 3, | j 5, 365, 000 | 39 

SNS 6 2. en anccnbicdwkouweues ‘ 04 | 56, 308, 000 61 
19044 j 

Srrall business , 788 82 2, 024, 000 | 39 

Large business 7 3 | 4, 568, 000 61 


ete 2: See coe Va) Es Fit) I 


Mr. Noone. You have also furnished to us a list of small-business 
firms receiving prime contracts of $1 million and over. (See appendix 
II, p. 310.) 

Mr. Asxrns. Right, sir. 

Mr. Noonr. That appears in the table, and by count there are 102 
such companies listed. I note that 63 of those contracts or 61 percent 
of the total number were for construction, and I assume the construc- 
tion contracts are let to general contractors. Am I correct in that 
assumption ¢ 

Mr. Asxrns. Right. When you let the contract there may be only 
seven engineers and an office setup. 

Mr. Noone. I am just wondering whether these statistics on these 
small-business contracts are not, therefore, distorted, for the reason 
th at a general contractor having more than 500 employees would really 
be a giant, whereas there w ould be many general contractors with only 

200 or 300 people in their parent organization, which would still be 
large in the construction industry. Isn’t that true? 

General Cassevant. That is possible and I think we are here faced 
with definitions. 

Mr. Noone. This points up the difficulty on the definition of small 
bus iness. I am just wondering to what extent it may play a pert in 
distorting the small-business figures for the Department of the Army. 
I assume that all of those construction contracts would be in the Corps 
of Engineers. Is that correct? 

General Cassevant. That is right. 
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Mr. Askins. And through the Corps of Engineers we do construc- 
tion for the Air Force. 

General Cassevantr. Of course, even here small business could wel! 
participate. Other than the mere fact that the contractor has only a 
few people, he could subcontract or he could bring into the project 
small business. 

Mr. Noone. Specialty contractors by and large would be small busi- 
ness. 

General Cassevant. That is very true, and we have another prob- 
lem in trying to determine how much is going to small business in that 
some contracts in which small business is a prime, the subcontractor to 
small business is large business. 

Mr. Noonr. My next question relates to the research and develop 
ment data under Tab K. 

Mr. Asxins. Now, we have Mr. Cox in this area, in the event that it 
gets into details which I can’t answer. 

Mr. Noone. You may have included this in your data, or in one of 
your separate communications to us. But what percentage of your 
research and development work is on a nonprofit basis? Do you have 
any idea on that? 

Mr. Asxrns. No, but we can get that for you. 

Mr. Noone. I am assuming that the statistics on research and de- 
velopment include both nonprofit and others; is that right? 

General Cassevanr. Nonprofit is mostly with educational institu- 
tions. 

Mr. Asxtns. We have dropped that out separately, with your per- 
mission, for the simple reason that the other services were dropping 
it out separately. This list shown here was only with small-business 
firms not including what went to the colleges and universities, and non- 
profit. Those figures are available. I don’t have them with me, but 
1 will be glad to submit them. 

Mr. Noone. These do not include contracts with nonprofit ? 

Mr. Asxins. Business firms only. Do you want that separate, just 
in nonprofit, colleges and universities ? 

Mr. Noone. No, I am not requesting that at all. I just wanted to 
make sure I understood what this included. 

Mr. Asxrxs [am sorry that the chart doesn’t include nonprofit and 
educational institutions as opposed to business firms. 

Mr. Noonr. The next question relates to the subject of inadequate 
specifications under Tab 0. 

One of your prepared papers states, “All departmental specifications 
have been converted to the similar military series (or to the Federal 
specification series) as of July 1, 1955.” We had in mind here, in ad- 
dition to procurements carrying specifications, procurements specify- 
ing a commercial item “or equal.” The committee has long regarded 
those as being inadequate in many instances. What has the Depart- 
ment of the Army done to cut back on the use of “or equal” specifica- 
tions ¢ 

General Cassrvant. We have tried, wherever possible, to make a 
specification—if it is a commercial item, we try to make it into a mili- 
tary specification wherever possible, so that there is not this problem of 
a proprietary interest involved. 

In some instances it has not been possible timewise to convert. In 
some instances the manufacturer having the proprietary interest is 
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not willing to give away his trade secrets, shall we say. And you 
cannot criticize them too much for that, because, in their competition 
in their own commercial field, many times the success or failure of a 
company depends on their having a better product or a better technique 
in producing an item. So that the problem is not a simple one. | 
can only say that wherever possible, and as much as wonail le, we are 
eliminating the use of the “or equal” phase where we can do it. And 
I don’t know that I can give you any more than that, other than to say 
that we are forcing it to the maximum and it Is creating unhappiness 
in industry. 

Mr. Noonr. I can understand that. And that brings up a problem 
that we have had a number of times recently from small companies 
which have developed proprietary items. ‘The general complaint is 
that one of the military departments will ask for copies of their draw 
ings and specifications on this item, and then before they know it the 
military will be issuing a specification on that item, engineered around 
the propriet: ry item. 

What is the Department of the Army’s policy relative to that sort of 
activity? Is there any consideration given to the owner of the pro 
prietary item when the Army develops its own specification on the 
item ¢ 

General Cassevanr. Yes. I would like to put it this way. If the 
Army goes out on a contract and the particular proprietary technique 
or item is developed in the Army contract, then we feel that we have 
title to that knowledge. And if we ask for the specification, and we 
issue it to other potential contractors, we feel that this is perfectly 
proper. If, however, we go to buy a product in which the contractor 
incorporates a design or a proprietary technique which he has de 
veloped on his own—— 

Mr. Marsn. With his own money ? 

General CassEVENT. With his own money—we don’t feel that the 
Government should attempt to get from him this particular technique 
so that it will then be given to his competitors, who may use it not 
only on the Government contracts, but use it also in competition wit! 
him. I feel that that is a fair approach. 

Mr. Noone. I do, too. But let’s assume that you do want to buy 
that item which includes a proprietary design which he has developed 
with his own resources and with his own funds, but you do want to 
increase the number of suppliers on the item, would you enter into 
a separate agreement with the owner of the proprietary design to 
compensate him for that ? 

General CassevaAnt. We have in some instances gone to them and 
asked them if they would be willing to furnish this information to 
another contractor for the purposes of this particular contract, and 
they have in some instances done so. We can sometimes buy the item. 
but ordinarily you are asking him to sell at a price whic +h will not 
pay him for his loss of commercial business. And it is entirely up to 
the manufacturer owning particular proprietary items as to whether 
or not he is willing to turn it loose to the Army. 

Mr. Noone. I see. But, where you are contemplating increasing 
sources on an item, or possibly using his proprietary design, you do 
give him notice to that effect ? 
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General Cassevant. Yes, indeed, we do. Now, in time of emer- 
gency, such as the Korean situation, in wartime, we have never had 
any difficulty with any manufacturer giving everything he has in 
order to complete our program. In normal times, naturally he is 
faced with stiff commercial competition, and he doesn’t feel that he 
should give away the things by which he makes money. We don’t 
feel that we can insist that he should. But, it is in this area that we 
have quite a bit of difficulty. And, of course, small business quite 
often—in some instances which you have just quoted—feel that they 
have lost a proprietary item, me in other instances they come in and 
complain that when we say “or equal” that means they can’t compete, 
because the item is owned by a larger company or some other company. 
So there is no clear-cut way we can solve the problem except in the 
individual case. 

Mr. Noone. I assume that if a man had a patent on a design you 
would have a clear-cut sitution. 

General Cassrvant. That is different. 

Mr. Marsu. Then you would tell the other men, “You go and buy 
the a right,” or, “Hold us clear on the patent suit.” 

Mr. Noonr. This is a problem that cuts two ways. Our committee 
has been urging the military for a long time to cut down on proprie- 
tary items, and to cut down on “or equal” specifications, but then it 
comes back to the area where small business is complaining that the 
military has engineered around its product or taken its know-how 
and incorporated it into military specifications. 

General Cassrevant. We attempt in the Army to change the com- 
mercial commodity if possible. We don’t like to do things which in 
any way affect a contractor’s potential in his own commercial field. 
We don’t like to be the party which changes—that is why I say we 
don’t want to make small business into big business, or big business 
into small business, by our procurement methods. We attempt to take 
the commercial commodity as it stands, and we try to make it part 
of the team, without attempting to influence their methods of doing 
business, or the size of their business. 

Mr. Noone. That is a proper attitude. 

My next question relates to unrealistic delivery schedule under tab 
P. Under paragraph 2 of your prepared paper you state: 

Unrealistic delivery schedules which have come to the attention of the 
Department of the Army are usually caused by an attempt to procure as 
quickly as possible to offset an unforeseen emergency. In these instances, the 
requisitioning agency and the contracting officer possibly cannot meet the 
schedule. However, the schedule is used as a target in order to insure that the 
supplies will be delivered and ready for use at the earliest practicable date. 

Does that paragraph mean literally what it says, namely, that you 
knowingly enter into negotiations or put out invitations for bids 
on items where the schedule possibly cannot be met ? 

General Cassevant. I would say that that is not our policy. I 
would say that it has happened, and we now have, if it hasn’t already 
been published, directions that this will not be done, because too often 
this sort of thing will keep a man from bidding, because he doesn’t— 
or in some instances a man will bid to meet the date when he knows 
he is not going to meet it, but he gets the contract because he said 
he would meet the date, and this is not a proper way in which to 
conduct negotiations for the contract. 
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So, for that reason, we have gone out to the field and said, “You will 
jot put down an unrealistic date.” 

Mr. Marsu. It is in the fourth paragraph. 

Mr. Noone. Yes; | noticed that. But it surprised me. And I won- 
dered whether it had been the policy. And I take it from this that 
that has been the policy in some instances. 

General CassevanT. It has not been the policy. It has happened in 
some procurement offices that an effort was made to speed up delivery 
by putting a date which could not be met, but which indicated that 
that was when it was needed. And this was particularly true in the 
early days of Korea. But it is not policy, and it is most certainly not 
proper, because it can be abused. 

Mr. Noone. My last series of questions relates to the organization 
of the Office of the Small Business Adviser, which is described under 
the final tab T. I think I can best direct these questions to Mr. 
Askins. 

An analysis of that data, Mr. Askins, indicates that you have a 
total of 358 small-business specialists, small-business representatives, 
and senior small-business specialists in the Department of the Army, 
ranging from grade GS+4 to GS-15. Is that true? 

Mr. Asxins. That is true. 

Mr. Noone. Has there been any attempt made to standardize or 
raise the level of the lower grades of the small-business specialists 
and advisers? 

Mr. Asxins. There has been an attempt with regard to our small- 
business specialists to standardize on a job description, which was 
testified tc by Mr. Pike yesterday ; the three departments got together 
and prevailed upon the Civil Service to give us a writing on a job 
description, and to get it into a certain classification for small-business 
specialists. On representatives, I feel we could never get into that, 
because the representatives are appointed at the installations as an 
additional duty to personnel that are already there, depending on 
the activity within the installation. In other words, at Fort Bliss, 
Tex., you may have a small-business man designated there that would 
be an additional duty for a grade 9, because it warranted a grade 9. 
But if you have at an installation where we are only doing $20,000, 
$30,000, $50,000 worth of business a year, there is no reason for addi- 
tional personnel to what we already have there—which may be a quite 
capable man at a lower grade—cannot handle what is necessary, 
because it is only a contact point. He has to be familiar with the 
policy. If a man comes in and wants to know how to do business 
with Ordnance, he knows where to send the man, he is acquainted 
with our policy. Maybe we should confine our program—and we tried 
this at the beginning of 1953—to confine our program just to small- 
business specialists. But found in Fort Knox that what little bit 
that that man was doing as an additional duty to his job, our percen- 
tage dropped off on assisting small business. You have got to have 
that man there to take that responsibility to watch out in behalf of 
small business. 

Mr. Noone. That is my feeling, that the small-business specialist 
or the small-business representatives ought to be able to render a 
one-stop service to the small-business man who comes in with a ques- 
tion or problem involving military procurement. I would gather that 
under this structure a small-business man going to a GS-4 specialist 
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would not be likely to get all the answers to all the questions. This is 
a rather involved subject, and the Army is a big organization. It 
would appear to me that there should be a person of some responsi- 
bility and complete knowledge of procurement activity at his instal- 
lation, and particularly the eis aspects of that policy, to 
answer those questions. 

Mr. Asxrns. Well, of course, I feel this way, where we have as an 
additional duty of personnel in a post, camp or station, that he always 
has a man in charge of procurement and a contracting officer who 
can assist if he needs it. It is a stopping point for a business man 
who goes, say, to Fort Knox, and he is really anxious to do business 
with the quartermaster, he can get full information from that 
representative. But the procurement isn’t there at that location. It 
would be a matter of telling how and where to go in behalf of the 
quartermaster to do business with them. 

Mr. Noone. I note also that you have 15 senior small-business spe- 
cialists. Are all of these people full time in small business? 

Mr. Askrns. All of our small-business specialists in our technical 
services in ZI armies are 7—how many did you have? I shouldn’t 
have but 13 in there. 

Mr. Noonr. I counted 15. 

Mr. Askrns. Well, there should be a total of 13. And it is specified 
in APP that this would be on a fulltime basis. Now, you can’t 
alwavys—I would like to clarify this one point, and that is, it is not to 
our advantage that they spend 100 percent on small business, because 
if they are allowed to do other chores within the procurement scope, 
they are acquainted with the various sections and divisions and they 
know what is going on, so if they are in on preaward surveys, or if 
they are in on checking things that I want them to check which come 
from the committee, why, they have to deal with the other people, and 
it is not always absolutely a hundred percent small-business partici- 
pation. 

Mr. Noone. I understand that. But there again, within the area 
of your senior small-business specialists, I notice there is a range in 
salary grades from GS-8 to GS-15, which in the executive branch 
of the Government is a very wide range of salary classifications. 

Mr. Asxins. I think you will find that my senior specialists in ZI 
Army headquarters do not have the procurement job to do that any 
senior specialists have in any technical services. 

Mr. Noonr. Are you satisfied that those grades are appropriate? 

Mr. Asxrins. No, [ am not satisfied with the grades in all technical 
services. I would like to see them more uniform. But, at the present 
time, the people that we have on the job have come to us from pro- 
curement jobs that they already had, and it is taking time to gradu- 
ally take them up step by step. Now, Mr. Jaquette, for instance, in 
the Signal Corps, is wp a grade now, because he has served his time. 
I would like to see him, when he has his time in, because he is doing 
a job, to see his grade increased. But at the same time, in the Trans- 
portation Corps, my small-business man over there can’t possibly be 
paid what the one is in Ordnance, because the workload in the dollar 
volume of procurement just isn’t there. 

Mr. Marsu. The ratio is 1 to 20, 

Mr. Asxins. About a ratio of 1 to 20 is right. 
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Mr. Noone. I note, too, that the clerical staff on small business 1s 
rather limited in scope. Do you feel that you have the clerical staff 

ecessary to support the small-business staff in the Department of the 
\rmy ¢ 

Mr. Asktns. In some instances I do not, sir. 

General Cassevant. I would like to make a comment on this pal 
ticular thing. You realize that much of this work is done in any divi 
sion In the various branches and sections of the division, not all in 
\[r. Askin’s office. 

Mr. Noone. I understand. 

General Cassevant. And I may say that I, too, am very short 
lerical help. 

Mr. Noone. I take it that is a chronic problem, hot pecuitar to 
-mall business. 

General CassEvant. No, it certainly is not. And I am presently 
preparing a request for additional help in my division. But that is 
handled in several different areas, and of « oe you re me again that 
nany of the data that are presented and gathered by the technical 
services—and there, too, the small-business speciali ist "has data pre 
pared in other branches or sections of the office in which he serves 

Mr. Noone. That completes my questions on the brochure 

I had one question which I asked of the Department of Defense 
witnesses yesterday and which I would like to explore with you men 
today. Last month Mr. Odom and I visited some of the major pro 
‘urement centers, including the Ordnance Tank Automotive Com 
mand in Detroit, and noted there a device they have which impressed 
us as being particularly helpful to small business. 

They have what they call a procurement a oe nape The 
board is m: ide up of a contr: actin g offic erandab uve id the technical 
people, a representative of the legal office, and the small busines ss 5 spe- 
clalist. The buyer comes be fore that group and describes a requisi 
tion that he has for a certain item in a certain quantity, and then 
describes the way in which he proposes to buy it, and all the parties 
sitting around the table then have an opportunity to suggest and ree 
ommend other ways of doing it. We were impressed with it, for the 
reason that it struck us that that was the point at which the small 
business point of view could be best expressed, and perhaps acted 
ipon, rather than at the end of the procurement just before the award 
‘ould be made. I was curious as to how extensively that advice has 
been adopted in other elements of the Army. 

General Cassevant. The other services have comparable groups 
nvolving an awards committee—it is the same sort of thing—but I 
don’t feel that the small-business reviews come after 

Mr. Askrns. No: in the screening process. 

General Casstvant. The screening process has been made by the 
~mall-business specialist. 

Mr. Askins. And if I may brief you and give you the benefit of 

he hearing yesterday, there was a situation that they ran into in 
OTAC, OT AC has what they call this procurement assignment 

oard. And it consists of their legal man, their contracting officer, 
the small-business specialist, maybe negotiators on that certain type 
of item. And they sit around the table before it goes out of a pro 
urement directive stage, and how they are going to buy it, that 1S 
the time it is reviewed. And that is pretty peculiar to Ordnance. 
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As Mr. Pike asked me as the hearings were over yesterday, is it only 
in Ordnance, and to what extent, because he said he wanted to explore 
it. And I really can’t say. It is called something else. But I know 
at the Signal Corps in Philadelphia you get into a different title. 

General Cassevant. The same process is done in each technical 
service. Now, I am not able to tell you in detail whether or not the 
same sort of thing or the same grouping of personnel—it is a good 
question that I am going to find out about. 

Mr. Noone. I understand Mr. Pike has asked the three depart- 
ments to see what has been done. 

Mr. Asxrns. That is what he said yesterday. 

Mr. Noonr. More generally, then, do you have a procedure in the 
Department of the Army for correlating or coordinating these good 
ideas or these innovations that may come up in one of the services‘ 
Do you have any procedure for their notifying your office, for example, 
Mr. Askins, of a new device that they have developed so that you can 
consider it and consider passing it on for adoption by other elements 
of the Army? 

Mr. Askrins. Yes, sir. The small-business people in the field have 
on many occasions relayed their information to their senior small-busi- 
ness specialists, and when I have council meetings—I used to have them 
once a week, when I had time to do it—I would like to have them on a 
once-a-week basis to know what the other technical services have got, 
so we can benefit by it, the same as we do on these council meetings we 
have out in the field. Therein is where I get a lot of my ideas in try- 
ing to come up with something that is a true idea to present to the other 
technical services. I only present it to them for what it is worth, not 
directing that they do it, because it may not work in other technical 
services. At the same time, I think the biggest value that I have here 
is that long support this is getting to go to the field and seeing for 
myself, because if I see something like the procedure that they have in 
getting a man on the bidders’ list at Philadelphia—I still haven’ 
gotten over it; I don’t think any other technical service has what 
Philadelphia has in 114 different categories that you can go through to 
see whether you are qualified to get on the bidders’ list. 

General Cassevant. The Signal Corps procurement at Phila- 
delphia ? 

Mr. Asktns. Yes. I think it is terrific. I would like to take every 
technical service up there and say, “I want you to see this system.” J 
think it is a good system, but it takes time. 

Mr. Noone. I thank you very much. Wedoappreciate vour coming 
here, and the very fine presentation you have made. 

And if there is nothing further, the subcommittee will stand in recess 
until 10 o’clock tomorrow morning, when we will hear representatives 
of the Department of the Navy. 

(Whereupon, at 11:45 a. m., the committee adjourned, to reconvene 
at 10 a.m. Thursday, May 24, 1956.) 
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THURSDAY, MAY 24, 1956 


Untrep States Senate, 
SeL.ect COMMITTEE ON SMALL BuSINEss, 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10:10 a. m., in 
room 457, Senate Office Building, Senator George A. Smathers, 
presiding. 

Present Senator Smathers. 

Also present : Louis G. Odom, Jr., chief counsel; Charles M. Noone, 
special counsel; and William D. Amis, professional staff member. 

Senator SmaTHeRs. The meeting will come to order. 

As you know, gentlemen, this 1s a continuation of our hearing on 

Government procurement and its relationship to small business. 
Today we are very happy to have the representatives of the Depart 

ment of the Navy, and we are pleased to have as our first witness the 

Assistant Secretary of the Navy Raymond H. Fogler. 

Will you start right out, please, sir? 

STATEMENT OF HON. RAYMOND H. FOGLER, ASSISTANT SECRE- 
TARY OF THE NAVY (MATERIAL); ACCOMPANIED BY VICE 
ADM. EDWARD W. CLEXTON, CHIEF OF NAVAL MATERIAL; CAPT. 
CHARLES A. BLICK (SC), USN, ASSISTANT CHIEF OF NAVAL 
MATERIAL (PROCUREMENT); COMDR. NEALE W. CURTIN 
(SC), USN, CHIEF, OFFICE OF NAVY SMALL BUSINESS; COMDR. 
G. L. GRIFFIN (SC), USN, STAFF ASSISTANT TO CAPTAIN BLICK; 
MORRIS QUESTAL, ASSISTANT CHIEF, OFFICE OF SMALL BUSI- 
NESS; LT. (JUNIOR GRADE) B. G. ARATA (SC), USNR, ASSISTANT 
TO COMMANDER CURTIN, OFFICE OF SMALL BUSINESS; AND 
GEORGE MARKEY, OFFICE OF NAVY GENERAL COUNSEL 


Mr. Foctrer. Mr. Chairman, possibly it would be helpful if I identify 
now the gentlemen who are with me. 

Vice Adm. E. W. Clexton, who is Chief of Naval Material: Capt. 
C. A. Blick, Assistant Chief of Naval Material (Procurement) ; and 
Comdr. Neale W. Curtin, Chief of the Navy Small Business Office. 
1 think you know Commander Curtin. 

Senator SmatHers. We see the commander and others of your people 
so much, we almost feel like they are on our staff. 

Mr. Focier. We are very happy and I think you will be happy to 
know that his good work has been recognized. He has been selected 
for captain. 
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Senator SmaTHers. Well deserved. Happy to hear that. 

Mr. Forger. Commander Griffin and Mr. Markey. 

| suggest, if it is agreeable to vou and the staff, that, following my 
statement, Captain Blick read his statement, and then Commander 
Curtin make his presentation, but, of course, you will tell us just exactly 
how you would like to have us do it, and we will do it that way. 

Senator SmarHers. Any way you might like to do it. 

I might say this: If you care to depart after your statement, you go 
right ahead, because I presume we can get most of the statistical 
information from these men you have brought with you. 

Mr. Focirr. Fortunately, from my standpoint, I can stay. I am 
still trying to learn m this environment of Washington; so I will stay, 
with your pet ‘mission. 

Senator Smatruers. You are doing very well, sir; we know that. 
You go right ahead. 

Mr. Foéuier. It is a real pleasure to appear again before your com- 
mittee to testify on the Navy small-business program and the partici- 
pation ef small business in Navy procurement. 

The Navy has continued its police vy of encouraging the maximum 
participation of small business in all areas of procurement, as prime 
contractors as Well as subcontractors. 

Comdr. N. W. Curtin, SC, USN, the Navy’s small-business adviser, 
has worked closely on small-business matters with the small-business 
advisers of the Department of Defense and the military departments, 
as well as with appropriate representatives of the Small Business 
Administration. 

Revised and new small-business polici ies and proc ‘edures were issued 
relating to the military small-business program, in cooperation with 
the Small Business Administration, and the defense subcontracting 
small-business program. I am confident that the progress which has 
been made in establishing the revised program will lead to increased 
small-business participation in Navy procurement. A copy of the 
Navy's current small-business directives is submitted for the record 
as enclosure (1). 

(The material referred to is retained in committee files.) 

Since the submission of my last report, the number of Navy small- 
business specialists assigned to major purchasing activities has been 
increased from 60 to 74, and the number of industry cooperation 
representatives assigned to offices of inspectors of naval material has 
increased from 50 to 46, A listing of Navy small-business personnel 
and industry-cooperation personnel is also submitted for the record, 
as enclosure (2). 

(The material referred to is retained in committee files. ) 

Small-business firms have shown increased interest in competing 
for Navy contracts during the past 12 months, and every effort is 
being made by the Navy to give them proper counsel and assistance. 

Frequent reports on the status and operation of the Navy small- 
business program are submitted to me, which keep me currently in- 
formed in regard to the activities of Commander Curtin and his 
organization. They are carrying out their responsibilities in a con- 
scientious and effective manner 

Commander Curtin holds biweekly meetings of the Navy’s small- 
business specialists, at which an operating level review is made of the 
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prob lems affecting small business, and prompt action is taken to remov 
iny obstacles in the way of small-business participation in Navy 
procurement. 

At last year’s hearings before the Senate Select Committee on Smal! 
Business, I reported to your committee on my correspon dence with a 
large number of major Nay y prime contrac tors stressing the need and 
desirability of establishing a vigorous subcontracting program on be 
half of small business. Since that time, I have had additional corre 
spondence with many of these contractors, and I have been assured by 
more than 260 that they will make a continuous effort to subcontract 
to small-business firms to the maximum extent consistent with econon 
ical contract performance. 

In connection with our continuing efforts to assist small firms seeking 
subcontract work, I present for the records of the committee the re 
vised Office of Naval Material publication, Selling to Navy Prime Cor 
tractors, enc ‘losure ( 3)4: and here commend those who h: ive pre pared 
it. This publication lists approximately 500 major Navy contractors 
and their subcontract representatives located in 41 States, who have 
agreed to ac ae the Navy’s program calling for the maximum utiliza 
tion of small-business subcontractors. The previous edition of this 
publication, of which 30,000 copies were distr buted, was much smaller 
il Scope. 

To date, excellent progress has been made by the Navy in establish 
ing the defense subcontracting small-business program with those 
major Navy prime contractors who have received awards of Navy 
contracts valued in excess of $1 million. 

Contracting officers have given their full support to this program. 
Major prime contractors who have accepted this program are fur ish 
guidance and assistance by Navy small-business spe ‘clalists in est: tab lish 
ing such a program in their respective plants. The cooperation of it 
dustry has been excellent. 

On March 14, 1956, I issued a notice to more than 200 Navy pul 
lasing activities in regard to the Navy small-business program, e1 
lates a copy of the sixth annual report of the Select Committee 
on Small Business, directing attention to the recommendations of your 
committee, and requesting prompt compliance and implementatio 
with respect thereto. A copy of this notice is submitted for the com- 

inittee’s records, enclosure tt). 

(The material referred to follows :) 

DEPARTMENT OF THE NAVY, 
OFFICE OF THE SECRETARY, 
Washington, March 14, 1956 
SECNAV Notice 4880 
From: Secretary of the Navy 
To: Distribution list 
Subject: Sixth annual report of the United States Senate Select Committee on 
Small Business in regard to small-business participation in Navy procure 
ment 
Enclosure: (1) United States Senate Report No. 1368, 84th Congress of January 
12, 1956, sixth annual report of Select Committee on Small Business 
Reference: (a) SECNAYV Instruction 4380.1 of April 4, 1955 
(b) NPD section 34 
(c¢) ONM Instruction 4380.2A of November 10, 1955 
(d) ONM Field Administration Manual, chapter K 


2 Retained in committee files. 
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1. Purpose.—The purpose of this notice is to furnish addressees with copies 
of enclosure (1) so that the comments, conclusions, and recommendations of the 
Senate Select Committee on Small Business will be given wide distribution 
and dissemination to the military and civilian personnel within their organiza- 
tions who are responsible for the placement of Navy procurements and the 
administration of Navy contracts. 

2. General Policy.—References (a), (b), (c), and (d) clearly outline the 
Department of the Navy’s policy for assisting small-busness firms to compete for 
Navy contracts and in locating subcontract opportunities. Conscientious imple- 
mentation of these directives by procurement, technical, and inspection person- 
nel will not only assure an effective Navy small-business program but will also 
carry out the recommendations of the Senate Select Committee on Small Busi- 
ness as set forth in chapter II (military procurement) of their sixth annual 
report. 


3. Action.—Addressees are directed to have their small-business specialists, 
technical personnel, procurement personnel, and material inspection personnel 
review the comments, conclusions, and recommendations of the Senate Select 
Committee on Small Business contained in enclosure (1), and the policies and 
procedures covered by references (a), (0), (c), and (d). The successful oper- 
ation of the Navy small-business program is dependent to a large extent upon 
the degree of cooperation and teamwork that exists between the Navy small- 
business specialists, procurement and technical personnel, and material inspec- 
tion personnel. Cooperative action by all members of the Navy procurement 
team in regard to increasing small-business participation for proposed procure- 
ments of naval material and supplies considered to be in their production poten- 
tial will lead to an effective utilization of small-business firms, the maintenance 
of a wide Navy mobilization base of suppliers for future Navy requirements, 
and overall economies in Navy procurements. 

4. Cancellation.—This notice is canceled upon completion of the required 
action, and for record purposes, on March 30, 1956. 

R. H. Foeier, 
Assistant Secretary of the Navy (Material). 

Mr. Foeier. The Chief of the Office of Navy Small Business has 
my full cooperation and support in discharging his responsibilities 
and duties. I have requested him to keep me closely informed on 
the progress and state of the program. Commander Curtin has 
direct access at all times to my Office and the Office of the Chief of 
Naval Material, to discuss small-business procedures, policies, and 
problems. 

The Administrator of the Small Business Administration and his 
organization have worked very closely with the Navy small-business 
organization in carrying out our joint responsibilities for the develop- 
ment of a positive small-business program. The Small Business Ad- 
ministration has assisted our contracting officers by furnishing new 
small-business sources, which has increased the Navy’s competitive 
base. Mr. Barnes and his administration have also been of material 
assistance in making loans available to qualified small businesses 
which hold Navy contracts. 

Small Business Administration representatives are kept fully ap- 
prised of the Navy’s current and proposed small-business policies 
and procurement operations. A Small Business Administration rep- 
resentative is a member of the Navy’s Council of Small Business 
Specialists, and participates in the discussions and advance planning 
relative to the formulation of small-business policy. 

The cooperation that has existed between the Navy and the Small 
Business Administration has, I believe, been very beneficial to small- 
business firms interested in participating in Navy procurement. 

For the period January 1 to December 31, 1955, small business re- 
ceived Navy prime contracts totaling $854,507,000, or 20.7 percent 
of the Navy procurement dollars spent during this period. 
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Based on a selective survey conducted by the Office of Naval Ma 
terial, it is estimated that an additional $684,178,044 was channeled to 
small business through first-tier subcontracts placed by Navy prime 
contractors. This amount is 16.6 percent of the total Navy procure 
ment dollars. These 2 total $1,538,685,044—or, 37.3 percent of total 
Navy procurement dollars. 

Since June 1950, approximately 13,520 new contractors have pat 
ticipated in Navy procurements. About 110 new suppliers each 
month are currently receiving contracts. In each case, more than 
80 percent of the new suppliers are small-business firms. A new 
contractor is defined as one who has not received a contract from the 
Navy since 1949. 

I consider that the Navy program is not only helping small business, 
but, perhaps more important, is of assistance to mobilization readi- 
ness and the broad economic well-being of the country. We shall 
continue to endeavor to improve the program and will welcome recom 
mendations from your committee. 

With your permission Capt. Charles A. Blick will present lis 
statement, and he will be followed by Commander Curtin. 

Senator Smatruers. Fine. Thank you very much, Mr. Secretary. 

We will be glad to hear from you, Captain Blick. 


STATEMENT OF CAPT. C. A. BLICK (SC), UNITED STATES NAVY, 
ASSISTANT CHIEF OF NAVAL MATERIAL (PROCUREMENT) 


Captain Buick. The procurement subcommittee has raised certain 
questions, and I was happy to furnish the answers to some of these 
questions. The balance are answered in Commander Curtin’s state- 
ment. 


EXTENT OF THE USE OF NEGOTIATED PROCUREMENT AND ADVERTISED 
PROCUREMENT IN THE DEPARTMENT OF TILE NAVY 


As you are aware, from December 1950 onward, we invoked the 
authority of section 2 (c) (1) of the Armed Services Procurement Act 
to make negotiated procurements, although we still formally adver- 
tised wherever practicable. 

In May 1954, Secretary Fogler issued a directive under which the 
contracting officer was not allowed to negotiate unless such negotia 
tion was justified under one of the exceptions in the law other than 
2 (c) (1). 

Further, the directive required that each such purchase negotiated 
be justified with the same care and in substantially the same form 
as if 2 (c) (1) did notexist. All of these justifications are maintained 
in the Navy’s contract files. 

Since May 1954, we have used exception 2 (c) (1) only as the au- 
thority to make procurements to aid small business and distressed areas 
and to make negotiated purchases up to $5,000. Our procedure has 
subsequently been adopted in the armed services procurement regula- 
tion, except that there is no longer authority to utilize 2 (c) (1) 
to make negotiated purchases up to $5,000. 

In calendar year 1955 we placed 3.57 billions of dollars in negotiated 
contracts, or 87 percent of our money, and 0.54 billions in publicly 
advertised contracts, or 13 percent of our money. 
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EXTENT OF SMALL-BUSINESS PARTICIPATION IN NEGOTIATED PROCUREMENT 
AND ADVERTISED PROCUREMENT 


This subject has been covered in considerable detail in statistics 
furnished to you by Director of Small Business, Office of the Secre- 
tary of Defense. in calendar year 1955 small business received $382 
million in advertised contracts and $472 million in negotiated con- 
tracts. To derive a meaningful measure of small-business participa- 
tion in these two types of procurement procedures, it is felt that con- 
sideration should be addressed to those contracts within the small- 
business potential. It is interesting to note that, in each case, small 
business obtained 77 percent of the dollars within its potential. 
Separate statistics are being presented which outline this potential in 
detail, and Commander Curtin will discuss them briefly. 


QUALIFIED PRODUCTS LISs'l 


Your committee is already familiar with the necessity for and the 
advantages of qualified products lists in military procurement. Also. 
your committee has been furnished information by the Department of 
Defense relative to the overall impact of the qualified products list 
on small business. This statement will confine itself to a brief 
résumé of Navy policy in this field. 

The Navy has instituted a comprehensive program which assures 
sound overall management of the Navy’s qualified products. ‘The 
necessity for the est: ablishment of a proposed new list is closely ex- 
amined before approval is granted. Proposed and existing lists are 
also reviewed to insure the inclusion of enough qualified sources to 
provide adequate competition. By means of a continuing review of 
one central listing, the individual qualified products lists are kept 
current and those lists are eliminated which are no longer necessary. 

The administration and supervision of qualified products lists have 
been centralized in the Office of Naval Material, and this control and 
direction stems from four Office of Naval Material instructions to the 
bureaus and offices of the Navy Department which have been furnished 
to your committee separately. 

One of these instructions is concerned with achieving adequate pub- 
licity in connection with future determinations to establish qualified 
products lists in order that all interested suppliers might have an 
equal timely opportunity to qualify their products. Arrangements 
have been made with Department of Commerce to publish this infor- 
mation in their synopsis, and a sample synopsis containing this pub- 
licity has been furnished separately. 

Another of these instructions gives guidance concerning the 
amount and allocation of qualification tests costs between the Gov- 
ernment and potential suppliers to the end that all suppliers will 
receive uniform treatment in this regard. 

The Navy has just finished a most extensive review of its qualified 
products, and the statistics concerning our qualified products are fur- 
nished separately. It is interesting to note that approximately 3 out 
of every 4 qualified products lists maintained by the Navy, list prod- 
ucts of one or more small businesses. Of the listings on the ba s 
qualified products lists, 2,003 are those of small business and 2,132 are 
those of large business. 
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Statistics concerning Department of the Navy qualifie 


Specifications for which the Navy has qualification responsi 
ae ae 7 
Specifications used by the Navy for which other depart 
or agencies of the Government have qualification res} 
bility oa 
3. Estimated total number of specific ations used by the Navy in 
procurement —_---- nitinol ime 10, OOO 
. Estimated Navy direct requirements ‘for qualified products in 
fiscal year 1955 _ 74. 000. 000 
Navy net procurements in fiscal year 1955 i ‘ $, 210, 000, 000 


Procurement, fiscal year 1955 


Military specifications (Navy responsible) —- S60, O59, 444. 45 
Federal specifications (Navy responsible) 873, 534. 46 
Uncoordinated Navy specifications (Navy responsible ) 1, 558. 40 
Supplemental (military) .._____---_-~- ‘ 44, 301. 70 
Supplemental (Federal) —--------__- aid 306, 764. 7 


Total (Navy responsible for qualification ) 61, 288, 603. 7 
Total (Navy not responsible for qualification ) 13, 000, 316 


Total Navy procurement_-__~_ i ; 74, 288, 919 
ADVANCE PAYMENTS AND PROGRESS PAYMENTS 


Captain Brick. With regard to advance payments, the Navy has 
used them most sparingly since the actual Korean emergency, and it 
is our policy not to grant advance payments if there is some other 
method of financing the contract. Our procedures for granting 
advance payments are set forth in detail in the contract-financing 
section of the Navy procurement directives. This section has been 
furnished to your committee. 

Our policy with regard to progress payments is more liberal than 
with regard to advance payments, although we feel that private finane 
ing by the contractor is more desirable. 

However, where contractors are unable to obtain private financing, 
progress payments are a good tool for permitting the contractor to 
perform the work under a prospective contract. 

In this regard, progress payments are a definite help to small busi- 
ness, since it is usually the small-business man who finds it more 
cm ‘ult to obtain private financing. Navy policy considers that the 

ustomary progress payments may be made for not more than 75 
pe reent of total costs incurred, or not more than 90 percent of direct 
labor and material costs incurred for the work done under the unde- 
livered portion of the contract. 

Insofar as is possible, we try to rely on the contractor's accounting 
system to furnish this information and, of course, this is predicated 
upon the fact that the contractor’s accounting system is adequate for 
the proper administration of progress payments. 

In practically all of our contracts which call for progress payments, 
the payments are mandatory. In those few cases where progress pay- 
ments are optional, it is Navy policy not to take any action to reduce 
or slow down progress payments without sufficient notice to the con- 
tractor and full exploration of this financial condition, and only after 
thoroughly exploring the equities of the situation. 
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The Navy Comptroller has furnished statistics on contract financ- 
ing to the Office of the Secretary of Defense, and these statistics have 
been furnished to your committee. 


SINGLE SERVICE PROCUREMENTS 


Your committee is already aware of the policies and procedures 
which are followed by the Navy, as well as the other services, as a 
part of the Department of Defense single procurement program. The 
Navy administers those assignments indicated in the enclosed listing. 
The Navy treats procurements made by it under this program just 
as we treat procurements made by the Navy alone. 

(The list referred to follows :) 

COMMODITIES PURCHASED BY DEPARTMENT OF Navy UNbvER SINGLE SERVICE 

PURCHASE ASSIGN MENTS 


ne 


. Solid fuels 

Fibers, fiber rope, cordage, and twine 

Pest controls 

Ecclesiastical equipment and supplies 

. Marine lifesaving equipment 

. Sextants, aircraft 

. Weapons, fire-control equipment, ammunition, explosives, and related 

ordnance items 

8. Locomotive cranes 

9. Tackle blocks 

10. Ships, small craft, and related marine equipment 

11. Hand tools 

12. Materials-handling equipment, peculiar parts, attachments and acces- 
sories for 

13. Paints, varnish, and related products 

14. Time-measuring instruments (clocks and chronometers) 

15. Materials-handling equipment 

16. Prefabricated and portable buildings 


“1 ot 


(Notr.—Petroleum products are bought by the Armed Services Petroleum 
Purchasing Agency, which is under the administrative supervision of the Secre- 
tary of the Navy.) 

Captain Brick. These procurements are reviewed for possible 
small-business set-asides, and widespread publicity is afforded to each 
unclassified procurement. The Navy participates in a continuous re- 
view of the commodities bought by all services to determine which of 
them are susceptible of assignment to a single service. In making 
this review, we, of course, take into consideration that with regard 
to a single-service commodity, any contractor will find it more con- 
venient since he is required to contact only one focal point. 


SUBCONTRACTING 


The Department of the Navy feels that the Defense subcontracting 
policy adopted is a reasonable and workable one, and that small busi- 
ness will continue to derive increasing benefit from our implementa- 
tion of the policy. As your committee recognized, the many problems 
and dangers inherent in any mandatory system makes the policy of 
voluntary subcontracting preferable. Commander Curtin will pre- 
sent details regarding this important program. 
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RESEARCH AND DEVELOPMEN' 






As requested by your committee, statistics regarding research and 
development contracting are submitted separately. 

At this time I would like to introduce Comdr. Neale Curtin, Chief 
of the Office of Small Business. 


STATEMENT OF COMDR. NEALE W. CURTIN (SC), UNITED STATES 
NAVY, CHIEF, OFFICE OF NAVY SMALL BUSINESS 





Commander Curtin. Mr. Chairman, I am Comdr. Neale W. Curtin, 
Supply Corps, United States Navy, the Chief, Office of Navy Small 
Business, which is located in the Procurement Division, Office of Naval 
Material. 

I have 1 senior civilian assistant, Mr. M. Questal. who is the assist 
ant chief of the office, and 2 other assistants, Lt. (jg.) B. G. Arata, 
Supply Corps, United States Naval Reserve, and Mrs. A. D. Ginden. 

My statement will cover the Navy’s efforts.to aid small-business 
firms to participate in Navy procurement as well as selected procure- 
ment subjects which are of interest to your committee. 





























PUBLIC LAWS, DEPARTMENT OF DEFENSE INSTRUCTIONS, AND NAVY PRO- 
CUREMENT DIRECTIVES AUTHORIZING THE NAVY SMALL-BUSINESS 
PROGRAM 






The Navy small-business program is authorized by the Armed Serv- 
ices Procurement Act of 1947, as amended, the Smal] Business Act of 
1953, as amended, Department of Defense instruction covering mili- 
tary small-business program (DOD Instruction 4100.10 of December 
16, 1954) , Cooperation with Small Business Administration (DOD In- 
struction 4100.9 cf November 14, 1955), Defense Subcontracting Small 
Business Program (DOD Instruction 4100.20 of April 19, 1955), and 
the Navy procurement directives. The Navy and the Small Business 
Administration (SBA) have a joint responsibility for the Navy small- 
business program. 


ORGANIZATION 





OF NAVY SMALL-BUSINESS PROGRAM 






I am responsible for the administration, supervision, and coordina- 
tion of the Navy small-business program. I implement the Depart- 
ment of Defense instructions on small business and develop Navy 
small-business policy. In the performance of my duties, I am under 
the direction and supervision of the Honorable R. H. Fogler, the As- 
sistant Secretary of the Navy (Material) ; Vice Adm. E. W. Clexton, 
United States Navy, Chief of Naval Material—successor to Vice 
\dm. M. L. Royar, Supply Corps, United States Navy; and Capt. 
C. A. Blick, Supply Corps, United States Navy, Assistant Chief of 
Naval Material (Procurement). 

I am given wide freedom of action in carrying out my responsibili- 
ties for the administration of the small-business program and I have 
direct access to my superiors in regard to small-business matters. 

In addition to my concern with the problem of assuring that a fair 
proportion of Navy business is awarded to small-business firms, I 
must also assure myself that Navy small-business directives are being 
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implemented by the naval procurement organization and that small 
business is aided by Navy policies in the related fields of negotiation 
policy, contractor finance ing, contract termination and settleme nt, pre- 
oe ard survey, and other procurement fields. 


COUNCIL OF NAVY SMALL-BUSINESS SPECIALISTS 


Through the Council of Navy Small-Business Specialists, I main- 
tain close contact with the Ns avy small-business specialists appointed 
within the technical bureaus and offices of the Navy Department in 
Washington. The council includes small-business specialists of the 
Bureau of Aeronautics, Bureau of Ordnance, Bureau of Naval Per- 
sonnel, Bureau of Ships, Bureau of Supplies and Accounts, Bureau of 
Yards and Docks, Armed Services Petroleum Purchasing Agency, the 
Military Sea Transportation Service, Marine Corps, and the Office of 
Naval Research. 

The small-business specialists of these bureaus are responsible for 
the small-business program of their respective activities. 


REVIEW AND EVALUATION OF NAVY SMALL-BUSINESS PROGRAM 


I determine the effectiveness of the Navy small-business program 
through (1) frequent meetings of the Counce ‘il of Navy Small Business 
Specialists, (2) monthly review of Navy procurement statistics, (3) 
analysis of the character and nature of Navy —_ urements, (4) visits 
to Navy field activities, (5) visits to selec ‘ted Navy prime contractors, 
(6) regional armed services small business conferences, (7) daily in- 
terviews with small-business firms, (8) day-to-day liaison with the 
congressional small-business committees, and (9) daily review of the 
Synopsis of United States Government Proposed Procurements, Sales 
and Contract Awards. 

Corrective steps are taken by my office within the Office of Naval 
Material and with the Council of Navy Small Business Specialists 
when revised procedures are needed. 


REPORTS MADE ON NAVY SMALL-BUSINESS PROGRAM 


Periodic reports on the Navy’s small-business program are made to 
(1) committees of Congress, (2) Office of Defense Mobilization, (3) 
Assistant Secretary of Defense (Supply and Logistics), (4) Assistant 
Secretary of the Navy (Material), (5) Chief of Naval Material, (6) 
Assistant Chief of Naval Material (Proc urement), and (7) the Coun- 
cil of Navy Small Business Specialists. 


NAVY SMALL-BUSINESS SPECIALISTS 


All major purchasing activities are required by Navy procurement 
directives to appoint Navy small-business specialists within their or- 
ganization. Major purchasing activities are any activities having 
authority to purchase in excess of $1,000. As of March 1, 1956, there 
are 74 Navy small-business specialists assigned to major purchasing 
activities to assist small business to obtain procurement information 
and to compete for Navy procurements. Navy small-business special- 
ists cover purchasing activities that spend more than 90 percent of the 
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Navy's procurement dollars. Since the last Navy report there has 
been an increase of 16 small-business specialists. 

Navy small-business specialists are given freedom of action in carry 
ng out their duties and responsibilities set forth in section 54 of the 
Navy procurement directives. ‘They report directly to the head of 
proc uring activities or to the comm: andin oO officers of field pure hasi cy 
activities as appropr! iate and are not sub ject to the direction of either 
ontrac ting or technical perso mnel i hie per formance of their duties. 
They cooperate and work with represe ntatives of the Small Business 
Administration in regard to “set-asides” for small business, certifi- 
cates of competency, and small loans. 

From day-to-day association with these small-business specialists, 
I wish to state that I feel they are carrying out their assigned duties 
in a very effective and sincere manner. I am impressed by their in 
tegrity and devotion to duty. They participate in community and 
regional organizations as we ll as playing a leading role in industrial 
clinies in their areas. Several have been commended by the public 
iou-thiae assistance and service tosmall concerns. 


DUTIZS OF NAVY SMALL BUSINESS SPECIALISTS 


The Navy small-business program is an integral part of the Navy 
procurement organization and Navy small-business specialists work 
very closely wi ith the procurement and technical personnel of Navy 
ae activities on behalf of small-business firms. The duties 
of the Navy small-business specialists are outlined in NPD 34-102.4, 

They perform, among other omg 7 the falta functions: 

(1) Act as a focal point within Navy purchasing activities for all 
small-business inquiries and problems 

(2) Assist small-business firms to obtain information on military 
procurement, 

(3) Assist small-business firms to vain placement On the bidders’ 
lists of appropriate purchasing activities. 

(4) Assist small-business firms to locate subcontract opportunitie 

(5) Sereen all proposed pee urements within their purchasing 
activities to determine whether or not the procurements are 
small-business potential in order to assure that small-business firms 
are given adequate opportunity to compete for procurements in their 
potential, 

_(8) Locate additional qualified smnall-tensts ess concerns when such 


concerns are not adequately represented on the bidde sts. 
” , Vv ] we win ] } 
(7) Put ylicize daily all proposed unclassified proc Irements vaiueqd 
at $10,000 and above in the Department ¢ of Commerce Synopsis of 


United States Government Procurements, Sales ma Contract Awards, 
(S) Pr iblici ze wee kl y all unclassified contract awards valued at $25 
000 and over in the Synopsis to enable business firms to locate sub- 

‘ontract opportunities. 

(9) Distribute to small-business firms copies of the ONM publica- 
tion, Selling to Navy Prime Contractors. 
This publication sets forth the Navy’s subcontract program on behalf 


of smal] business and contains the names of approximately 500 majo 
ontractors that have agreed to subcontract to small business to the 


maximum extent p! acticable. 


80745—56—11 
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(10) Cooperate with the Small Business Administration, Federal, 
State, and local agencies in regard to small-business matters. 


INDUSTRY-COOPERATION REPRESENTATIVES 


All inspectors of naval material are required by the Administration 
Manual of the Navy Material Inspection Service to appoint indusiry- 
cooperation representatives within their offices. 

As of March 1, 1956, there are 46 indus try-cooperation representa- 
tives assigned to offices of inspectors of nav: al material to assist small 
business to obtain procurement assistance and locate subcontri icting 
opportunities. Since the last Navy report, there has been an increase 
of 14 industry-cooperation representatives. 

Inspectors of naval material play an important role in the Navy 
small-business program. They cooperate with the regional offices of 
the Small Business Administration in regard to the furnishing of 
subcontracting information and technical assistance. They provide 
a central point within their inspection areas for small-business matters 
and have done an outstanding job during the past year in aiding small- 
business firms in the flood-disaster areas and labor-surplus areas. 


DUTIES OF INDUSTRY-COOPERATION REPRESENTATIVES 


The industry-cooperation program is a vital part of the Navy small- 
business program and provides assistance and counsel to small con- 
cerns who are seeking procurement information. The duties of the 
industry-cooperation representatives are outlined in chapter KC of the 


Administration Manual, Material Field Inspection Service. 

They perform, among other things, the following functions: 

(1) Provide regional Small Business Administration oflices, upon 
request, such services as making available technical information, facil- 
ity records, field surveys, security reports, and general information 
on Navy procurement. 

(2) Provide regional Small Business Administration offices, upon 
request, names of potential prime contractors and subcontractors 
which may be available through the administration of Navy contracts, 
investigating the technical competence of firms prior to making the 
recommendation. This does not include making preaward surveys 
for specific procurements. 

(3) Provide potential and actual suppliers, upon request, informa- 
tion on technical specifications and requirements, interpretation of 
~ rons terminology, and bid procedures. 

4) Assist potential ‘subcontractors by furnishing, upon request, 
oes ition concerning subcontracting opportunities with Navy 
prime contractors 

(5) Maintain liaison with representatives of the armed services, 
a Federal and State Government activities on industry-cooperation 

matters, by exchange of information, by cooperating with local gov- 
ernment agencies in programs to assist small business, and by such 
additional “general cooperation as appropriate. 
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STATISTICS ON NAVY PRIME CONTRACTS AND CONTRACT DOLLARS PLACED 
WITH SMALL-BUSINESS FIRMS DURING CALENDAR YEAR 19055 


During calendar year 1955, Navy purchasing activities placed a 
total of $4.121.654.000 for the procurement of airf 
a ordnance, electronics, and other material] 
naintenance and operation of the Navy. A total 
p laced with small-business firms which represe1 
Navy ¢ lollars spent during this period. Sn 
7.4 percent of all contract dollars determine ii b 
speci ialists to be in the small-business potential. 
Contract amendments and terminations ma 
calendar year 1955 resulted in a net pr 
000. Small-business firms received $8352 
of these net procurement dollars. This represe 
small-business potential. 
In reference to these prime contract awards 
ing calendar year 1955, I wish to state that Nav 
pl: ayed a ke sy role in the Pp vlacement of these Nav 
thei ir cooper: ation an ic sup port to the small-busi 
ing cons! ider: ation and acceptance of the sugvestt 
tions made by Navy.smal]-business spec lalists ar 
the Small Business Administration assigned to t] 
During this period Navy contracting officer 
asides for small business which were initi ited y1 
the Small Business Administration and were valued ; 144.6755 
Since July 1, 1955, Navy contrac ting ollicers have m le in 


i 


of set-asides for small business in the p in ment of their procurem 
The Aviation Supply Office, Philadelphia, Pa., the Bureau of Ships 


- 
Bureau of Aeronautics, and the Bureai of Orda ince have been leaders 
in the Navy-SBA sponsored “joint determination” program. 


STATISTICS ON OFFICE OF NAVAL MATERIAL SUBCONTRACT STUDY 


The Office of Naval Material has recently completed a subcontract 
study which indicates that Navy prime contractors subcontracted an 
estimated $648,178,044 or 16.6 _ of their prime contract dol 
to small business firms through first-tier subcontracts. 

This is an increase of approximately 1 percent in the amount of sub- 
contract dollars being placed by Navy prime contractors with small 
business at the first-tier level since the last study was m: ide in 1955. 

During the past year Navy prime contractors have given excellent 
cooperation to the Na avy in ‘adopting the defense subeontr: act small- 
business program, and it is believed that this cooperation will lead to 
increased small-business participation in their subcontract program. 


STATISTICAL DATA ON PROCUREMENTS IN THE SMALL BUSINESS POTENTIAL 


In accordance with your committee’s recommendation, the term 
“suitable” in classifying a procurement is no longer being used because 
of — misinterpretations that may arise thereunder. 

The Navy is, however, very much interested in finding out the spe- 
cific reasons why small business does not receive all of the procurements 
in the small-business potential. A statistical report covering the 
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period July to December 1955 indicates that small firms received 
$413,680,000 or approximately 75 percent of the value of all procure- 
ments in the small-business potential. Approximately 25 percent of 
the procurements in the small-business potential was not awarded to 
small business because of the following reasons: 








Percent of 
Amount small-business 
potential 


















Low bid not from small business. -.---- 


ae I eh lars in cians $70. 119. 000 2.8 
No bid received from small business. ecicecbbend atkieniin ieee dete 15. 672. 000 2.9 
Low bid fr>»m sma!l business not rest sonsive- i Ra : 2. 783, 000 5 
Low bid from small business rejected on basis of preaward surv ey. : 196. 009 2 


Procurements below $10,000 (no data available) 


linia a Bald Uc 46, 323, 000 8.4 
i Ne SO Se ee Ba Be a 134, 912, 000 | 


DEVELOPMENT OF DEPARTMENT OF DEFENSE POLICY 


Commander Curtin. During the past year, I have worked with 
the Director of Small Business of the Department of Defense to 
develop, establish, and revise small-business policies relating to the 
military small-business program, cooperation with the Small Business 
Administration, and the defense subcontracting small-business 
program. 

These meetings are held frequently and are attended by the liaison 
representative of the Small Business Administration and the small- 
business advisers of the military departments. Considerable effort 
and time has been spent by my office to cover the following small- 
business areas: (1) Development of uniform criteria for determining 
which procurements should be classified in the small-business poten- 
tial; (2) development of a prime contractor’s subcontract report form 
for the submission of semiannual data on the dollar value of sub- 
contracts placed with small-business firms; (3) development of a 
revised set-aside program for use within military purchasing activ- 
ities in reserving appropriate procurements in whole or part for small 
business; (4) review of the utilization of qualified products lists in 
military procurement and their effect on small-business participation 
in military procurement; (5) review of small-business participation 
in proc urement of items on the DOD preferential planning list; (6) 
review of military small-business specialists i in regard to their staffing, 
compensation, and clerical assistance; and (7) review of current small- 
business operations and ways and means of i improving small-business 
participation in military procurement. 



































DEPARTMENT oF. DEFENSE—SMALL BUSINESS ADMINISTRATION BOARD OF 
DIRECTORS’ MEETING FOR MILITARY SMALL-BUSINESS PROGRAM 


In addition to the development, establishment, and review of the 
above policies, I have attended the regular monthly board of direc- 
tors meeting within the Office of the Small Business Adviser, Assist- 
ant Secretary of Defense (Supply and Logistics) at the Pentagon 
to review current military procurement policies relating to small- 
business participation in military procurement. These meetings are 

attended by the representatives of the Small Business Administra- 
tion and the small-business adviser of the other military departments. 
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REGIONAL ARMED SERVICES MILITARY SMALL-BUSINESS CONFERENCES 


The Office of Naval Material has given its full support and spon- 
sorship to the organization and formation of regional armed services 
military small-business conferences throughout the United States as 
a medium for a discussion of the military small-business program 
and for an exchange of ideas on small-business matters. 

Regional armed services military small-business conferences have 
been held in the Philadelphia area, New York, and in the Southeastern 
States areas. 

I have had the opportunity to take part in four of these regional 
meetings which have been very valuable to the Navy. These meetings 
have helped my office to determine whether our small-business policies 
are being implemented and understood at the field purchasing activ- 
ities level. The chairmen of these conferences have displayed excellent 
leadership, management, and initiative in planning their programs 
and their presentations. They have made the military small-business 
program a real and live program to the military tield purchasing 
activities. 


DEVELOPMENT OF NAVY POLICY 


The regular meetings of the Council of Navy Small Business Spe- 
clalists and the meetings and regional conferences which I have 
already mentioned in my statement have provided the Assistant Chief 
of Naval Material (Procurement) and my office with advice, data, 
guidance, and information for the development of ee and proce- 


dures for the Navy small-business program. Small-business policies 
and procedures are also developed at the weekly staff meetings of the 
Procurement Division, Office of Naval Material. 

Many of the policies and recommendations developed at the DOD 
meetings and ONM Procurement Division staff meetings have already 
been incorporated in or are in the process of being incorporated in the 
armed services procurement regulation and the Navy procurement 
directives. 


DEPARTMENT OF DEFENSE INSTRUCTION 4100.10 OF DECEMBER 16, 1955, 
“REVISED DEPARTMENT OF DEFENSE SMALL-BUSINESS POLICY , 


This DOD instruction was implemented by the Office of Naval 
Material on March 10, 1955, by Navy Procurement Directive 34-002 
and sets forth in detail the organizational position of the Chief, 
Office of Navy Small Business within the Procurement Division, 
Office of Naval Material. The Navy procurement directive provides 
for his freedom of access to the Office of the Assistant Secretary of 
the Navy (Material), the Chief of Naval Material, and the Assistant 
Chief of Naval Material (Procurement). 

It makes a formal recognition of the Council of Navy Small-Busi- 
ness Specialists, reaffirms the objectives, policies, and procedures of 
the Navy small-business program, provides for formal recognition of 
Chief, Office of Navy Small Business as the Navy’s representative 
in all small-business matters. 

This DOD instruction has resulted in a more effective Navy small- 
business program and has made possible the improvements attained 
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in the administration of the program by effecting closer liaison with 
the major Navy purchasing activities and increased coordination in 
regard to small-business matters. 


DEPARTMENT OF DEFENSE INSTRUCTION 4100.9 OF NOVEMBER 14, 1955, 
“COOPERATION WITH THE SMALL BUSINESS ADMINISTRATION” 


The Office of Naval Material implemented this DOD instruction 
on February 5, 1956, by Navy Procurement Directive 34-201, and an 
advance printing of the new directive was made to expedite its imple 
mentation by all Navy purchasing activities. 

This new Navy procurement directive replaces a previous direc- 
tive on the Navy-SBA joint-determination program. The joint- 
determination program is now being used at 11 Navy purchasing 
activities for the set-asides of procurements for small business. 

Under the new directive governing the Navy’s relations with SBA, 
contracting officers are required to set aside procurements for small 
business, alone or in conjunction with an SBA representative, when 
such action is in the interest of maintaining or mobilizing the Na- 
tion’s productive capacity or in the interest of war or the national- 
defense programs. 

When an SBA representative is available, it is the policy of the 


+ 
Ne 


Navy to use joint determination rather than unilateral set-asides. 
Prior to this time, set-asides could only be initiated by the SBA repre- 
sentative for proposed procurements valued at $10,000 and above. 

It is now permissible for contracting officers alone or in conjunction 


with an SBA representative to initiate set-asides for procurements of 
any value. 

This Navy procurement directive applies to classified procurements 
as well as to unclassified procurements. Prior to the issuance of the 
revised DOD instruction 4100.9 of November 14, 1955, SBA repre- 
sentatives with appropriate security clearances were permitted by 
Navy purchasing activities to screen classified procurements for the 
initiation of joint determinations. Therefore, this new policy was 
used within the Navy prior to its inclusion in the revised DOD in- 
struction, It was found to be workable and effective. 

Since February 5, 1956, I have endeavored to secure a wide and ef- 
fective implementation of this revised Navy procurement directive. 
To this end a presentation was made to the Honorable R. H. Fogler, 
Assistant Secretary of the Navy (Material) and the chiefs of the 
bureaus and offices of the Navy Department in order to inform them 
of the broadened scope of the revised Navy-SBA joint-determination 
program and to request their assistance in obtaining widespread imple- 
mentation. 

Another presentation was made to the Assistant Chief of Naval 
Material (Procurement) and the directors of the contract divisions 
of the respective bureaus and offices of the Navy Department in order 
to review with them the scope of the revised directive and to request 
them to make increased use of set-asides for small business. 

In addition to the above presentations, the Director, Armed Services 
Petroleum Purchasing Agency (ASPPA) was given a full briefing 
on this directive with the assistance of the ASPPA small-business 
specialist and an SBA representative. 
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On April 1, 1956, the director of ASPPA agreed to the establish- 
ent of this program which will be very beneficial to the small firms 
the Aerie es industry. A set-aside program was recently estab- 

- shed at the Naval Gun Factory, Washington 25, D. C. 
In respect to the Navy-SBA sponsored joint- -determination pro- 
crams already in effect in the bureaus and offices of the Navy Depart- 
ent, I wish to state that they will be urged by my office to expand 
\ese programs and to make the maximum use of set-asides for small 
uisiness on all appropriate occasions. The Bureau of Supplies and 
Accounts has given immediate response to this request and has already 
scussed this revised directive at two regional procurement confer- 


neces. 


DEPARTMENT OF DEFENSE INSTRUCTION 4100.20 OF APRIL 19, 1955, “DE- 
PARTMENT OF DEFENSE SMALL BUSINESS SUBCONTRACTING POLICY” 


Chis DOD instruction covers the defense subcontracting small-busi- 

ness program which was developed by the Department “of Defer nse, 

ajor prime contractors, Small Business Administration, and the mili- 
tary departments. 

lt was ppresanntes by the Office of Naval Material on July 14, 

5, under Navy Procurement Directive 34-107. Excellent progress 
is been made to date in est: ablishing this program with major Navy 
prime contractors. A total of 108 prime contractors have accepted 

» program as a result of urging by Navy contracting oflicers. 

The Navy procurement Sirens formalizes a program which has 
been carried on within the Navy by the Assistant Secretary of the 
Navy (Material) and the Chief ‘of Naval Material for a number of 
vears in regard to inviting selected Navy prime contractors to submit, 
on a voluntary basis, data and statistics covering the dollar value of 

irst-tier subcontracts channeled to small business. 

This informal subcontract program has served as a management 
tool for the Navy in evaluating subcontr: acting hes by its prime 
contractors. More than 260 Navy prime coitractors advised the As- 
sistant Secretary in writing during the past year that they would es- 
ablish a small-business program within their organization to assist 
mall concerns to compete for their first-tier subcontracts. This co- 
operation and support has given the Navy encouragement In carrying 
cut its small-business program. 

Under this directive, Navy prime contractors who receive contract 

vards valued in amounts in excess of $1 million are being urged by 
avy contracting officers to accept the defense subcontracting small- 
usiness program and to submit to one military department data and 
itistics covering the entire dollar value of their defense contracts 
received from Army-Navy-Air Force and the dollar value of sub- 
cr sien to smail business through first-tier subcontracts. 

The program consists of eight major points of assistance for small 
concerns. 

FE or the purpose of administration, the names of all Navy prime 
contractors accepting the program are reported to the C hief, Office of 
Navy Small Business, for recording and a determination as to which 
inilitary department will assume responsibility for assisting the prime 

ontractor to establish the defense subcontracting small business pro- 
gram. 


\ 
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Departmental assignments of Navy prime contractors are coordi- 
nated with small business advisors of the other military departments 
and are made in accordance. with Department of Defense directives 
covering the industrial mobilization program. 

The Department of the Army and the Department of the Air Force 
have been requested to assume responsibility for 38 prime contractors 
who have agreed with Navy contracting officers to accept the program 
because those departments have industrial mobilization cognizance 
of these contractors. 

A total of 65 Army and Air Force prime contractors have been 
forwarded to the Navy for cognizance for the same reason. 

The Navy now has cognizance of a total of 135 major prime con- 
tractors and will be responsible for assisting these contractors to es- 
tablish, administer, and report on their respective defense subcon- 
tracting small-business programs. I wish to report that the con- 
tracting officers snd the Navy small-business specialists in the Bureau 
of Aeronautics, Bureau of Ordnance, and the Bureau of Ships have 
done a very effective job in implementing Navy Procurement Direc- 
tive 34-107 and have made a valuable contribution to the program. 
Their continued cooperation and support will assure the future suc- 
cess of this program in behalf of small-business firms. Close liaison 
and cooperation will be extended by Navy small-business specialists 
to all major prime contractors who have accepted the program. 


DEPARTMENT OF DEFENSE INSTRUCTION 3005.3 OF DECEMBER 7, 1954, 
“MAINTENANCE OF THE MOBILIZATION BASE” 


The Office of Naval Material implemented this DOD instruction 
on January 3, 1955, under NPD 14-203 and all Navy purchasing activ- 
ities are required to obtain a clearance for all procurements valued at 
$10,000 and above which involve the procurement of items listed on 
the preferential planning list for the maintenance of the mobilization 
base. This clearance provides for a review of procurements by the 
Office of Naval Material to insure that consideration is accorded to 
the following mobilization factors: 

(a) Maintaining multiple source of supplies. 

(6) Geographical dispersal. 

(c) Avoidance of undue concentration of contracts in a few leading 
suppliers. 

(d) Multiple awards. 

(e) Preservation of essential skilled labor forces. 

(f) Utilization of existing open industrial capacity. 

(7) Preservation of essential management organization and know- 
ow. 

(kh) Maximum subcontracting. 

(¢) Any other factors relevant to maintaining a sound mobilization 

ase. 

Quarterly, I review these procurements in respect to small-business 
participation in the procurement of items on the preferential plan- 
ning list in order to satisfy myself that small-business firms have had 
an equitable opportunity to compete for all of these procurements in 
their potential. The results of my review are made available to the 
SBA representative assigned to the Navy Department. 
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recelving these a wards have ac epted the d 
business program and, therefore, small-busin 

bh Opportt mity to compete ior a part of 

t the first-tier subcontract level 

At the present time, small-business firms 

f all prime onvract dollars in the Ovel rall Na 

al and by comparison it is felt, therefore, 
have been success fully competing for procuremenh 
planning list. 


EVALUATION OF STATUS OF NAVY SMALI Us ESS PERSONNEL 


A recent survey conducted by the Office of Naval Material indicates 


] sane . . — > —— 4 "1 a? lx : 
that oul small] bu siness peli sonnel. in gener ie re adequately housed, 


affed, and ¢ ompensate cl. 

bs a few instance es, it was noted that some position 1 deser) Iption did 
not accurately reflect the small-business respons = lit ies of the incum- 
bent. Prompt action has been taken to revise their job descriptions 
and, where appropriate, adjust the annual com ; ensation accor ied to 
the small-business specialists. 

The Navy has also heen worki cr ‘| i ith the othe r military 
depa irtments and the Department of Defense to de velop uniform class 
spec ifications for s mall-busi ess personn 1 which will result in recog- 
)) itio} j of the specia lized 1 S] onsibilities of small busines pecialists. 
The Depart tment of se ie has forwai new proposed class specifi- 
cations for small-business pe rsonnel to the ivil Service Commission 
for consideration. 


RELATIONS WITH SMALL BUSINESS ADMINISTRATION 


During the past year my office has received excellent cooperation 
and support from the SBA and its representatives assigned to the 
Navy Department in regard to the establishment and implementati 
of Navy small-business policies and procedures. It is my belief 


this joint effort has been beneficial to the interests of small business 
FUTURE PLANS FOR NAVY SMALL BUSINESS PROGRAM 


In the future, the Office of Naval Mate ‘rial will continue to study 
and evaluate the Navy small-business policies and procedures, and 7 
will endeavor to suggest and recommend ways and means to the 
Assistant Chief of Naval Material (Procurement) whereby small- 
business firms may gain increased participation in Navy procurement. 
My office is now working with the ilies nt of Defense ona project 
to revise and place into the Armed Services Procurement Regulation 
th e revised military small-business policies and procedures which were 
developed and established during the past year. 

Plans will be made by my office for increased utilization of regional 
armed services military small-business conferences and visits to Navy 
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field purchasing activities for discussions of implementation of Navy 
procurement policies and directives. 

Through frequent meetings of the council of Navy small-business 
specialists, I shall continue to keep fully apprised of the Navy small- 
business program in order that I may be of maximum assistance as 
an adviser to the Assistant Secretary of the Navy (Material), Chief 
of Naval Material, and the Assistant Chief of Naval Material (Pro- 
curement). 

Mr. Chairman, I will now summarize to you the highlights of what 
the Navy has done during the past calendar year to assist small- 
business firms to participate in Navy procurement in the prime contract 
and subcontract area. 

We have worked hard within the Navy to make our program work, 
and to implement the revised policies and procedures in those directives 
which were submitted by the Assistant Secretary of the Navy to this 
committee. 

It has required a very large amount of pick and shovel work on a 
day-to-day basis at the operating level in order to advise and inform 
the Navy purchasing activities of the intent and purposes of our 
policies and procedures. 

In this effort, I have received the all-out support of the Assistant 
Secretary, Vice Adm. Clexton, Captain Blick, and Mr. Bannerman. 

Also I want to say that Captain MacKenzie of the Bureau of Sup- 
plies and Accounts has given me much aid and assistance in the field 
purchasing activities. 

On this first chart that I have here, I wish to point out that small- 
business firms received $854 million in Navy prime contracts awards, 
or a 20.7 percent of the Navy’s direct purchases. 

(The chart referred to is as follows :) 


CHART 1 


SuMMARY REportT oF NAvy SMALL-BUSINESS PROGRAM, JANUARY—DECEMBER 1955 


Small-busiress firms received $854.567.000 in Navy prime contract awards, or 
20.7 percent of the Navy’s direct purchases. 

Navy contracting officers agreed to 1,704 “Set-asides” for small bus‘ness valued 
at $144,675.538 or annroximately 95 percent of the joint determinations initiated 
by Small Business Administration representatives. 

Small-business firms received an estimated $684 million through first tier 
subcontracts. 

Navy contracting officers reached agreement with 104 major prime contractors 
to establish formal defense subcontracting small-business program. 

The Navy small-business organization includes 74 Navy small-business special- 
ists at maior purchasing activities who are implementing small-business policies 
and procedures; 46 industry-cooperation representatives at offices of inspectors 
of naval material who are giving procurement assistance to small business firms 
and are aiding them to locate subcontract opportunities. 


Small business has held its own in Navy procurement. That is, 
that they have received over the past 6 years an average of 20 percent 
of our dollars. They have received 77 percent of all contract dollars 
in their potential. 

In addition, they have received 75 percent of the individual procure- 
ment actions that have been placed by the Navy purchasing activities. 

At this time, I would like to pass up this second line on the chart, 
and state that in the subcontract area small business received $684 
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million from major prime contractors in the form of first-tier sub- 
contracts and is based on a selective subcontract study. 

As the Secretary pointed out, overall, small business received $1.5 
billion, or 37 percent of the Navy’s procurement for the calendar year 
of 1955. 

However, this selective study does not cover those subcontracts that 
were placed at the second, third, and other subcontracting tier levels. 

This subcontract study covered 25 major prime contractors who 
had received defense subcontracts from the 3 military departments, 
and they were valued at $3.2 billion. 

Going back, sir, to the second line, Navy contracting officers agreed 
to 1,704 set-asides for small business valued at $144 million, or ap- 
proximately 95 percent of the joint determination initiated by the 
Small Business Administration representatives. 

Since the Ist of July, the Navy has made increased use of small- 
business set-asides. 

On the 5th of February, the directives on set-asides were revised 
so that Navy contracting officers could use unilateral set-asides at those 
activities where no Small Business Administration representatives 
were present. 

Coming back to the fourth line on this chart, Navy contracting offi- 
cers reached agreement with 108 major prime contractors to est: ablish 
a formal defense subcontracting small-business program. 

With the aid of the Assistant Secretary of the Navy and the Navy 
contracting officers, and the small-business specialists in the technical 
bureaus of the Navy Department, we have made excellent progress in 
this program. 

In regard to the Navy small-business organization, I wish to advise 
that we have 74 Navy small-business specialists at major purchasing 
activities, who are implementing our small-business policies and pro- 
cedures. There has been an increase of 14 since our last report. 
Twelve of these small-business specialists are on a full-time basis, and 
62 are on a part-time basis. 

However, the part-time small-business specialists have small busi- 
ness as their primary duties. Forty-six industry-cooperation repre- 
sentatives at the offices of the inspector of naval material, are giving 
procurement assistance to small-business firms, and are aiding them to 
locate subcontract opportunities. 

Since our last report there has been an increase of 14. All industry- 
cooperation representatives are on a part-time basis, except one in the 
Los Angeles area. 

Now, “Jet me say that industry-cooperation representatives at the 
offices of inspectors of naval material have done an outstanding job 
during the recent flood-disaster program in the Northeast and in the 
Western States as well as at the industrial clinics that have been held 
in their areas. 

We have within the Navy a Council of Navy Small Business Special- 
ists which is composed of representatives of the 10 technical bureaus 
and offices of the Navy Department. 

Through this Council we feel the pulse of our small-business pro- 
gram and we make a review at the operating level of the effectiveness of 
our procedures. 

Senator SsratHers. Captain Curtin before you leave that, let me ask 
you one or two questions. 
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First, due to the fact that you have these additional small-business 
specialists, and in view of the fact that you are taking additional steps 
to help small business in the procurement for the Navy, how do you ac- 
count for the fact that small business is still only receiving the same 
percentage which it got last year and the preceding year of the con- 
tracts / 

Commander Curtry. Mr. Chairman, that is due to two causes: One, 
it depends the character and nature of the items that we are buy- 
ing at this time, and, in addition, I will say that small business does not 
win all of the contracts that they bid for. 

Senator Smaruers. I know they don’t win all that they bid for, but 
why don’t they get all the -y bid for ? 

Commander Curtin. I believe that their price is not competitive. 
The large majority of cases that we have looked at now every month, 
Mr. Chairman, when we have our statistics for the period that has 
gone by, the Council of Navy Small Business Specialists and myself 
sit down and analyze what has taken place and I think that out of 
the area—now, 77 percent of the dollars within the potential—that 
means that there was 23 percent that they did not receive. 

The question is: Why didn’t they receive that potential? 

That we have here, that out of the $134 million that they did not 
receive, $70 million was due to the fact that they were not the low 
bidder. They bid, they had the opportunity, but their price was not 
sharp enough or low enough; $15 million worth of business, small 
business, submitted no bid ; $2 million of their bids were not responsive. 
It was either based on a preaward survey or they did not comply with 
all of the requirements of the invitation to bid. 

There is an area that is- below $10,000 which we are making a 
study of at this time. 

Initially, when the small-business program was administered, it was 
determined that the screening of those proceurements, I mean for small 
business, would start at the level of $10,000. 

Tlowever, we feel that we have to make a close examination of those 
procurements which fall below the level of $10,000, 

Senator SmarHers. Excuse me just a minute for interrupting you 
to this extent: 

You and Captain Blick said that small business is getting 77 per- 
cent of its potential—the percent they got last year. My question is 
directed to this: It seems that, with these additional specialists you 
are putting on and these additional efforts which you people are 
making and which the Secretary is making, and everyone is making 
to help small business, the only result is that small business is holding 
its own. Small business, according to what you people have said, is 
maintaining its 77 percent, and it is doing that only, apparently, by 
virtue of the fact that you are making this extra effort. 

If you were not making this extra effort presumably they would 
be losing, small business would be losing their so-called potential and 
dropping down to 60, maybe 55 percent. 

What I am trying to drive at is: What is happening with respect 
to these contracts, which brings about a result where, even with 
increased personnel and stepped-up activity on the part of the Navy 


trying to help small business, they still are only able to maintain the 
status quo. 











GOVERNMENT PROCUREMENT—1956 167 


Commander CurTIN. Senator, first, 1 do want to point out again the 
changing nature of our program where we are going into the field o 
new weapons, and also the fact that the competition for business has 
been extremely severe. 

Senator Smatuers. Then, could I say this: I don’t want to interrupt 
you, but, when you say the changing nature of your program, would 
that mean that the potential, as you define potential, is d 
That you have not said. 


In other words, we keep talking about the potential at a certain fixed 
fioure and that small business is getting a certa umount of it which 
is almost that figure: that is, small business is getting a certain amount. 


I don’t quite follow why it is that with all these efforts you are spend 
ing in behalf of smail business, they are not getting a little more, if the 
pote ntial is the same. 

Has the potential dropped for small business ¢ 

Commander Curtin. Mr. Chairman, one thing that I do want to 
point out, that last year when we appeared before this committee o 
new procurement basis, at that time sma! 
percent of our dollars at that time. 

At the present time, on a new-procurement basis—we are now re 
ing—small business is now receiving 20 percent. But there has | 
an improvement on a new-procurement b: om 

However, on a fiscal year basis, small-business participation has re 
mained just about the same, at 19 percent or a little over 19 percent. 

llowever, during the close of the fisca! year we find that the small- 
business percentage does increase, and I hope that it will increase thi 
time. 

In the future we plan to make increased use of set-asides whereby 
small business will be given exclusive right to compete for those pro 
curements in their potential on which we are sure that we can obtai 
adequate competition. 

Senator SmatHers. Just for our information, how do you define 
potential ? 

Commander Curtin. Well, first, Mr. Chairman, any item on which 
small business has made a responsive bid in the past, any item on which 
they submit a responsive bid at this time, any item in the opinion of tl 
Navy Small Business Specialists, or in the opinion of the contractit 
officer, or the technical personnel, that procurement is in the small 
business potential. 

In other words, small business sets its own potential. 

Senator SmaTHErs. It sets its own potential so long as you all ap- 
prove, or you conclude that it is responsive. 

Commander Curtin. Mr. Chairman, there is one other 


i 


1 5 
| business was receiving 14 


] a : Th 
SBA representatives, which are present in our activities, that spend 
over 80 percent of our dollars also have an opportunity to review the 
same procurement. These procurements are review¢ d in the procure- 
ment planning stage before the decision has been made to advertise or 
to negotiate, and if the item is in the small-business potential, the) 
have insisted that small-business firms have the opportunity to compete. 

Mr. Noone. I believe you said that one of the criteria of determi 
ing the potential was the judgment of the contracting officer as is 
whether a small concern could produce the item. 

Commander Curtin. Mr. Noone, that was in those cases where 
there was a brand new item that was never bought before. 
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In other words, the rule is that if they made the item in the past, 
it is in their potential. If they bid a responsive bid on an item that is 
being currently placed, it is in their potential. , 

However, it those two facts are not present, then it is the determi- 
nation made by the Navy small-business specialist. If he does not 
have enough information to go on, then the contracting officer gives 
him aid and assistance. 

Mr. Noone. I believe that test is at variance with the one used in 
the Army and the Air Force. In those departments there must be 
a known small-business source and to my understanding they have 
been trying to get away from this subjective judgment as to whether 
the item could be produced by a small concern and to limit the test 
as to whether there is a known small-business source, to limit it to 
that; am I correct in my understanding that you still go by the—— 

Commander Curtin. Mr. Noone, the area I think you are speaking 
about is the report that is made after the whole procurement has been 
placed. In those contracts which are valued at $10,000 and above, 
an individual report is made, and we try to record for statistical pur- 

oses and for management, too, of our program, what has happened 
in this procurement. So I am speaking of that action prior to that 
review of the criteria used for suitability that you are speaking about. 

Mr. Opvom. You mentioned that 77 percent of the potential has gone 
to small business. Are you referring to the definition that the Air 
Force and the Army use? 

Commander Curtin. First, Mr. Odom, I want to say that we all 
use the same definition. We all use the same procedures. We all use 
the same criteria, and we all use the same reporting form. 

Mr. Opvom. So you would say, when you say that 77 percent of the 
otential means that 77 percent of those procurements where a small- 
usiness source is known, is going to small business; is that correct, 

even in the instance where you have brand new procurements that 
have never been made, so this means the new procurement would not 
be included in the potential. Is that it? 

When I say new procurements, I mean procurements that have never 
been made before. That is correct ? 

Commander Curtin. Yes, sir. 

Senator Smatuers. Go right ahead, now, Captain. 

Mr. Focrier. Mr. Chairman, may I make a statement? 

Senator SmaTuers. Yes, indeed. 

Mr. Focier. I think there is one of the opportunities for further 


improvement, as Commander Curtin has brought out—is the increased 
use of the set-asides. 


Senator Smatuers. Yes, sir. 

Mr. Footer. The clarification of the Defense Department policies 
in connection with that was made during the past calendar year, and 
I think that all the services have been helped by that clarification. It 
is being implemented. 

But we do have a delay area in this, what we call the suitability 
area, and I think Secretary Pike in his statement dealt with that 
somewhat: How are we going to determine with clarity and validity 
what procurements we can, in fairness to the Government and in fair- 
ness to the contractor give to small business, because we have no 
desire, and certainly your committee has no desire for us to give pro- 
curements to small-business organizations and force them into bank- 
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ati. because they have something which they are not competent 

nancially, or in experience, to do. 

There is another area in which we are seeking to find a guidepost, 
and we have been trying recently to find from all the potential statis- 
tics What would be a goal to indicate that we are doing a good job, 

iside from whether we are improving the percentages ; ‘what in total 
s the industry of this country, and we are going to move, and the 
reports have dea been approved now, I think, through the Bureau 

f the Budget, so that we will have information on the next tier of 
subcontractors. 

We have it now on the first tier, and that was not as complete and as 
valid as we would like it, but we hope to get it in the second tier with 

eports which will become uniform in use throughout the Defense 
epartment. 

] again come back to the first statement. I think there is a real 
opportunity for the increased use of set-asides. When we do that, I 
think the 77 percent will be increased. 

Senator SmaTHERS. Fine. Thank you. It seems to me that would 
be most helpful in changing these figures somewhat, which, at the 
moment, on it appear that we are just holding our own. 

Mr. Foe_er. Depending upon our procurements we may at some time 
in the future, and I think it ought to be understood, we may have 
smaller percentages and still do an improved job if our procurements 
vo more and more and more into the very highly technical items and 
ess and less into those items which are nearly, more nearly common- 
use items. 

Senator Smaruers. Right. 

: Mr. Focier. But that is only temporary, because the small-business 
concern can participate in those technical items in the subcontracting 
irea, I think, just as effectively as they can in those already being pro- 
cured after the initial period of procurement. 

Senator SmaruHers. Fine. 

Commander Curtin. Mr. Chairman, I think it would be appro- 
priate at this time to advise you of the action that the Navy has taken 
to implement this revised procedure for set-asides. 

In the Assistant Secretary’s office I have had the opportunity to 
make a presentation to all the chiefs of the technical bureaus of the 
Navy Department to advise them on the revised procedure and to re- 
quest their support. 

In Captain Blick’s office I had the opportunity to make a presenta- 

ion to the Directors of the Contract Divisions, all the technical 
ureaus in which I informed them of this new directive, and asked 
them to make increased use of it. 

. I want to say that Captain MacKenzie has held five presentations 

1 at major purchasing activities in the field. 

t _ addition, I want to say that we made a presentation with tl 

‘Ip of SBA and the small-business specialist at the Armed Services 
Pe ‘troleum Purchasing Agency. The Director has accepted the pro- 
' gram. 

Over at the Naval Gun Factory we went over and we made a pres- 
: — on. They accepted the program. Since that date they have 
laced 10 proc urements valued at $130,000. 

Senator SmatTuers. Fine. 

_Commander Curtin. This chart is entitled “Small Business Poten- 
tialin Navy Procurement Dollars.” 
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CHART 2 
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MILLIONS 


The top line indicates those dollars which were spent during the 
calendar year 1955. This covers a 12 months’ area, and is based on 
a scale of millions of dollars. The bottom line indicates those dollars 
that were in the small-business potential. 

During this period, the Navy spent $4.1 billion. Small business 
received 20.7 percent of these dollars, or $854 million. 

In regard to potential area, I w ould like to go to the next chart 


entitled “’Small Business Receives 77 Percent of the Small Business 
Potential.” 





GOVERNMENT PROCUREMENT 1956 


CuHart 3 


| 

| | 

; 

| 
\ 


\ 


\ 


\ 


HE US, 


. 
‘ 


SMALL BUSINESS POTENTIAL” 


oo] 
Tx 
es 
i 
oS 
oe 
seer, 
re 
os 
bn tied 
— 
iw 
co 
La oe 
ce 
os 
i) 
band 
_— 
o> 
— 
[= =} 
—) 
— | 
== 
= 
os 


Aj BASED ON NEW PROCUREMENT WITHIN 


In this area, small business receives 77 percent of the small-bus 
potential. This is based on a 12-month period, and is on a percentage 
scale. ” 
; his next chart, Small Business Received a High Percentage of the 
Prune Contracts of Suitable Size. This is for a 6-month period, and 
. . 5 - 7 . . . . ee 
it is based on the scale of millions of dollars and covers four categories 
oT contracts. r 


iness 
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In the first category, contracts up to $1 million valued at $670 
million. Sixty-six percent of those dollars were in the small-business 
potential. Small business received 47 percent. 

Mr. Opom. Of the total? 

Commander Curtin. Received 47 percent of $670 million in this 
category. 

In the second category, contracts between $1 million and $2 million 
were valued at $101 million. Forty-four percent of that was in small- 


business potential. Small business received 41 percent of those $101 
million. 
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In the third category, contracts between $2 million and $5 million, 
the category is valued at $161 million. Twenty-three percent was 
in the small-business potential. Small business received 18 percent 
of those $161 million. 

In the last category, contracts valued at $5 million and over, were 
valued at $832 million. There was 2 percent of those dollars that 
were in the small-business potential and small business received 2 
percent of these dollars. 

This shows that small business received a high percentage of those 
contracts which are suitable. 

Before I end my presentation, Mr. Chairman, I want to say that 
the Navy contracting officers and the small-business specialists and 
the SBA representatives have been working as a team in order to 
put real meaning into our program, and this has been done within 
their activities, within their own communities, and at regional coun- 
cils, such as we held down at Jacksonville, Fla., and also at Parsons, 
Kans. 

In the future, we will endeavor to increase the share of our dollars 
going to small business through our Council of Navy Small Business 
Specialists, through visits to our field activities and to the plants of 
the major prime contractors, and through increased use of the regional 
councils. 

Mr. Questal and Lieutenant Arata of my office and myself will be 
open for any further questions you may have. 

Senator SmatueErs. All right, sir. Thank you very much. 

Mr. Opom. Commander, let me ask you this one question: On pro- 
curements valued at $10,000 and less, you consider them automatically 
within the small-business potential ; don’t you / 

Commander Curtin. Yes; we do. 

Mr. Ovom. So, notwithstanding what the nature of the item is, you 
write that in just automatically ? 

Commander Curtin. Yes; we assume that this is in the small- 
business potential. 

Mr. Opom. When you say “this” you mean $10,000 and under? 

Commander Curtin. In the area of $10,000 and below, we are as- 
suming that 100 percent of those procurements are in the small-busi- 
ness potential. 

However, a study that was made by the Bureau of Supplies and 
Accounts indicates that we are penalizing ourselves in that area, due 
to the fact that there are certain items there that by the nature of their 
procurement must go to a large firm. 

However, we have disregarded that fact, and have assumed that 
100 percent of those dollars are in the small-business potential. 

Mr. Opom. Since your small-business programing has been in effect 
in the Navy, your participation by small business has increased con- 
siderably. By that I mean the number of small businesses on your 
bid lists has expanded. Is that a fair statement ‘ 

Commander Curtin. That is true, and I think the Assistant Secre- 
tary covered that in his report. 

Mr. Noone. In connection with the potential, Commander Curtin, 
on page 8 of your prepared statement, you set forth the table on what 
happened on the share of the procurement that did not go to small 
business, and the last item, procurements below $10,000, you show 
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no data available on $46 million, plus, or 8.4 percent of total pro- 
curement. 

Can you tell us what percentage of your total procurements are 
under the $10,000 level ? 

Commander Curtin. Under the $10,000 level, last year the Navy 
had approximately 770,000 procurement actions. Ninety-eight per- 
cent of those procurement actions, representing 2 percent of the dol- 
lars, are below the area of $10,000; so what we are talking about is 2 
percent of our dollars. 

Mr. Noone. Only 2 percent of your dollars fall into the $10,000? 
That doesn’t sound right. 

Commander Curtry. Eight percent of the dollars, excuse me. 

Mr. Noone. In other words, you don’t have any data available on 
those below $10,000 level; is that correct ? 

Commander Currtn. We do in summary form by price category. 

Mr. Noone. What I am getting at is if you are excluding that total 
amount from credit to small business—— 

Commander Curtin. We are giving them credit. I mean we are 
saying that that is in the small-business potential. 

Mr. Noonr. You are assuming it, but you are not 

Commander Curtin. If we revise that figure, I think our 77 percent 
would be closer to 78 or 80 percent. 

Mr. Noone. That is my point. 

Commander Currin. In other words, we have penalized ourselves 
by this overall assumption. 

However, through the use of the unilateral set-asides we endeavor 
to go below the area of $10,000, and again I want to point to the 
Bureau of Supplies and Accounts. They have active plans that are 
now being made to go below the area of $10,000, and to make the maxi- 
mum use of unilateral set-asides. 

Mr. Noonr. With respect to set-asides, Commander, you stated that, 
effective February 1, the Navy instituted a unilateral program for 
those buying installations where there is no SBA representative. Can 
you give us any idea as to how that unilateral set-aside program is 
going at this time ? 

Commander Curtin. Yes. When this directive went out, through 
the help of the Navy small-business specialists and the Bureau of 
Supplies and Accounts, we sent out an inquiry to all of our major field 
purchasing activities, which was only based on a 2- or 3-week period. 
Had they had the opportunity to use unilateral set-asides? Some of 
our activities reported that they had had the opportunity to make use 
of the unilateral set-asides. 

Hlowever, I do want to point out that SBA has representatives at 
certain of our purchasing installations. They visit all of our pur- 
chasing activities which have any potential for set-asides. 

Therefore, as a rule, the emphasis in the Navy would be through the 
joint determination program of SBA, other than the unilateral set- 
aside, 

However, we feel that this new tool will be very helpful to us in 
those areas where the SBA, due to a shortage of manpower, cannot 
visit. 

Mr. Opom. I think that point is well made, Commander Curtin, 
that the SBA, due to its shortage of personnel—and this is no criti- 
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someone to each Navy purchasing installation—they get 
mee a week: is that correct. in some cases ¢ 
Commander Curtin. They maintain e 


mtil ‘ = ¢(O 


gencies as required by the flow of the paperwork of the 
However, | do want to point out that t] y are repre 
ireas that spent over SV percent of our dollars 

Mr. Opom. You mean on a full-time basis? You say “rep 
They come there once a week or once every 2 week 
nature ¢ 

Commander Curtin. They are there as often a | 
Mr. Lance, of SBA, works very closely with the Navy Depart: 
visits the Bureau of Ships, the Bureau of Ordnance, plus 

tivity, but his office is in our building. His nt, Ma 

ikes care of the Bureau of Aeronautics, and the P 
Office here in Washington. 

The other assistant, Mr. McMeel, is over at the Nav : 
Mir. Lantz himself has gone over to the director of t i 
Petroleum Purehasine Age ney to help get that program o 

Mr. Opom. The point, though, that I make s that t 
there all the time. They can’t screen every | : 
unilateral program, we trust, will supplement the rl 


joint determination program. Is that a 
Commander Curtin. Yes. 
Mr. Focier. May I make a statement ‘ 


Senator SmMaATHERS. Yes, sir. 


Mr. Focier. The objective of this is to try to have 
wing officer function the same, it it is required 
would function if there was a represel { \ oT 1 i] 
\dministration with him in those cases. 

Mr. Opom.. He doesn’t stand by. 

Mr. Focuier. This is not as I see it. This is not a Si 


Administration program, or a Navy program. It 
program, 

Mr. Opom. Absolutely. 

Commander Curtin. It is a joint program 

Mr. Focier. Under the congressional statutes, and 
of Defense policies, and the Small Business Adm 
ve are working to try to have people all try and act as 
s you can when you don’t have groups togethet 

Mr. Opom. That is g. The contracting off 
encouraged, unilaterally, upon their own initiative, to 
set-aside programs. 

Commander Currin. 


during this past vear 


encouragin 


Mr. Odom, I do want 
2a thing I didn’t mention he set 
has been extended to Naval Shipyard at 
Naval Air Station at Memphis, Tenn. 
So we have made progress. 
we realize there is room for improvement. 
Mr. Noone. In connection with your subcontracting 
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cism of SBA for they do not have enough people to be abl 


fair statement / 
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We are trving to do a good job, but 
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mander, you mentioned that 108 Navy prime contractors have agreed 


to adopt the small-business subcontracting progra 
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Are all 108 of those contractors under Navy cognizance for mobili- 


zation planning ? 
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Commander Curtin. I cannot give you a rundown on that. 

Lieutenant Arata, do you want to give the details on that? 

Lieutenant Arata. Seventy are under Navy mobilization planning 
cognizance ; 20 have been assigned to the Army ; and 18 to the Air Force 
using this criterion. 

Mr. Noone. So there is coordination between the three depart- 
ments, and the department having mobilization planning responsibil- 
ity will follow through on the subcontracting program ; is that correct ? 

Commander Curtin. This is done through Mr. Hamlin. 

How many do we receive from the Army and the Air Force? 

Lieutenant Arata. We have received 51 assignments from the De- 

artment of the Air Force and 15 from the Department of the Army. 

‘hat brings the Navy’s total to 135. That means that the Department 
of the Navy currently has cognizance for evaluating the adequacy of 
the programs of 135 prime contractors. 

Mr. Noone. Would that mean, then, that all of the prime contractors 
for whom you had mobilization planning responsibility have now 
agreed to adopt the small-business programing ¢ 

Lieutenant Arata. Certainly not. Since the program’s inception 
on July 1, 1955, we have not awarded $1 million contracts to all of the 
contractors for whom we have mobilization planning cognizance. 

The program has just started, and to date it covers 108 contractors 
accepting the program as a result of urgings by Navy contracting 
officers. The other departments have received acceptances from more 
than 300 other prime contractors. But there are still many more 
prime contractors outstanding whom we have not yet contacted. 

Mr. Noone. It is my understanding that the program is going to 
be instituted with all contractors having $1 million or over in out- 
standing contracts. 

Commander Curtin. Mr. Noone, that is made on an individual 
contract basis, and it works this way. I will use as an example the 
Bureau of Aeronautics, a department that has been a leader in this 
program, as well as the Bureau of Ships; the contracting officer places 
a $1 million contract. In the process of the award he urges the prime 
contractor to accept the defense subcontracting program. 

Mr. Noone. Right at this point, Commander, isn’t’ it possible that 
one of the other military departments might have placed another 
million-dollar contract with the same contractor, so isn’t your followup 
in a sense duplication ? 

Commander Curtin. No, sir, Mr. Noone. Here is the way it works. 
We urge him to accept the program that is outlined on page 9, “Selling 
to Navy prime contractors.” The contracting officer makes the report 
to my office. With a copy to his own small-business specialist within 
that Bureau, that is. 

When that report comes to our office, Lieutenant Arata and myself 
will refer to the Department of Defense register of mobilization sup- 
pliers, and will check on the cognizance. If the contractor is a Navy 
prime contractor, he will be assigned to a bureau of the Navy Depart- 
ment ; if not, then he will be referred to Mr. Hamlin in the Department 
of Defense for assignment to another military department. When a 
contractor is under Navy cognizance, a notice is sent to a Navy small- 
business specialist in one of the technical bureaus, who might be Com- 
mander Paretsky of the Bureau of Aeronautics, Mr. John Lenahan, 
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Bureau of Ordnance, or Mr. Chemsak, Bureau of Ships, and we ask one 
of them to get in touch with the prime contractor to Side him to estab- 
lish the program. The Navy small-business specialist concerned will 
explain to the contractor the defense subcontracting small-business 
program and inquire if he has any questions. We advise the con- 
tractor that we will be back in about 4 or 5 months to evaluate his 
program. 

He is also advised that when the Bureau of the Budget has approved 
the defense subcontracting, reporting form, we will be looking forward 
to receiving, on a semiannual basis, the report of the defense dollars 
that he has received from the three military departments, and the 
percentage of subcontract dollars going to small business. 

The contractor is advised that the Navy will be the only military 
department to ask his company for subcontract data and statutes. 
Industry has been very happy about this point. They also feel that, 
by reporting this information to us, they are advising the public as to 
what they are doing to help to maintain our economic well-being, 
which ends up in good public relations to them, and a better deal for 
small business. 

Mr. Noone. Thank you. 

Senator, I have one final question that relates to the grades of the 
Navy small-business specialists. 

In discussing this with the Army yesterday we learned that the range 
of grades on some three-hundred-odd small-business specialists runs 
from GS to GS-15, and even among senior small-business specialists, 
the grade range is from GS-8 to GS-15. 

How do the grade ranges run in the Navy small-business program ? 

Commander Curtin. I would like to have Mr. Questal answer that 
question. 

Mr. Questa. The grades for small-business specialists range from 
grade 5 to grade 14. In general, the senior small-business specialists 
located in the major technical bureaus and offices are classified as 
GS-13’s. 

Mr. Noone. Are you satisfied, Commander Curtin, that the small- 
business specialists and representatives under your direction are ade- 
quately and fairly compensated ? 

Commander Curtin. Overall, I would say that we are very much 
satisfied. However, in some of, two of the new weapons fields, I think 
that 1 or 2 of our small-business specialists should have increased rat- 
ings because they are dealing in a field where they must make their 
weight felt. 

But, overall, I feel that our small-business organization is well com- 
pensated, well housed, and I feel that they are really doing a sincere 
and conscientious job. 

Mr. Opvom. They all have the same job classification? Or do they 
have different ones? 

Mr. Questa. They have civil-service classification titles, which 
vary. Some are industrial specialists; some are business analysts; and 
some are called administrative assistants. 

The Department of Defense, in cooperation with the military de- 
partments, has recommended to the Civil Service Commission that uni- 
form class specification be developed for all small-business specialists. 

Mr. Opom. Mr. Pike informed the committee this week that, at least, 
a study was being made, and we understood by the Department, and 
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some form of recommendations either had been made, or would be made 
as to the Civil Service Commission, with reference to this particular 
point. 

Mr. Questa. I believe that has been done. 

Mr. Hamurn. The military departments are conducting a study of 
the adequacy of housing and staffing of the small-business personnel, 
and they are preparing it among the military departments. 

A recommendation, however, on classification and ratings has been 
made after consultation with military departments by the Defense 
Department to the Civil Serviee Commisison. So, the status of it 
now is in the hands of the Civil Service Commission. 

_ We have not only made our recommendation, but called to the atten- 
tion of the Civil Service Commission the views of this committee, and 
the matter is, you might say, in the hands of the Civil Service Com- 
mission, as far as that part of the subject is concerned. 

Mr. Focirer. I would like to make a comment in regard to that. 
Mr. Hamlin has stated part of what I was going to say much better 
than I could have stated it. The other part is simply this, that I 
believe with exceptions in individual cases, as Commander Curtin 
has indicated, the small-business specialists, considering their rela- 
tive relationship to other individuals in the civil-service classifications 
across the board, are classified adequately and, in those classifications, 
are paid in accordance, of course, with the standards for the classifica- 
tions. 

It does need to have some improvement and corrections. 

Commander Currin. Another controlling factor, Mr. Chairman, 
is the mission of the activity and the organizational structure of that 
purchasing activity. 

Senator SmatHers. All right, thank you very much, Mr. Secre- 
tary. I appreciate the presentation which each of your people has 
made. 

I would like to say that this committee, of course, is desperately 
striving to help small business in the procurement field, and I don’t 
know how well we have done. I think we are doing some good. 

I would like to mention here that I have been listening to Com- 
mander Curtin now for 3 years on this particular job and I feel he is 
doing a fine job. 

May I say—and I am sure that you, Mr. Secretary, in particular, 
will agree with this—that we can shuffle these charts and talk about 
statistics, and in many ways prove almost all the points we want to 
prove. I think the important factor is, as I know you realize and 
have previously so stated, that we keep the small-business community 
alive. 

The President of the United States said in his press conference 

esterday that the strength of this Nation is not in its arms alone; 
it is also in its economy. And, certainly, with respect to the econ- 

omy, the small business is the very foundation stone of it. It is im- 
portant that the Defense Department not only keep its guard up in 
that respect, but help us keep strong all the way around. 

Where there is a sincere desire to do that on the part of the officials 
in the Department of Defense, and particularly in the Navy Depart- 
ment, and where that sincere feeling motivates the activities of the 
commander and his staff and you and your other men who work in 
this field, then I don’t believe the small-business community has too 
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much to fear, that is, with respect to being treated fairly. It is when 
we merely go through the motions of helping them, and don’t re: lly 
intend to help them, that they suffer. 

So, I must say that I am very much encouraged, as I was last year, 
with the expression, Mr. Secretary, which you have made, and which 
the members of your staff have made; and I really believe that Com- 
mander Curtin is completely sold on the essentiality of this program 
and is doing a fine job. I wish to commend you, your office, and your 
staff for helping us keep the small-business community alive. 

Mr. Focier. Mr. Chairman, we certainly appreciaie that and I do 
believe that, in order for an effective job to be done, people have to 
believe in what they are doing. I learned early that Commander 
Curtin believed in what he was doing; and while, previously, in my 
association, I had been what was called big business—more than 500 
people—it was so small by comparison with the Nav y's big business, 
that, irrespective of what might be my thinking otherwise, I was 
immediately interested in small business in its rel: ationship with this 
tremendously big business of the Navy. 

And, perhaps, I have 50 percent as much enthusiasm for it now as 
Commander Curtin, but I do believe in it; I believe we should pro- 
mote it. 

Senator Smatruers. That is an essential factor. 

Commander Curtin. Mr. Chairman, now that the hearing is over, 
I do want to say that we have enjoyed wonderful relations with your 
staff, and they have guided our formulation of policy and have 
pointed out the areas, ‘maybe sometimes in advance of our locating 
them, that needed to be fixed up. They have done a very fine job 
in that respect. W e think very highly of them. 

Senator SMATHERs. Thank you very much, gentlemen. 

We are going to have the Air Force over here, we hope on June 
26 and 27. 

Thank you again, sir, for your time and your explanations. 

(Whereupon, at 11:25 a. m., the subcommittee adjourned, subject 
to the call of the Ch: air.) 
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TUESDAY, JUNE 26, 1956 


UNrrep States SENATE, 
SELECT COMMITTEE ON SMALL BUSINESS, 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT, 
W as hia gton, dD. Cc. 

The subcommittee met, pursuant to notice, at 10:25 a. m., in room 
{57, Senate Office Building, Senator George A. Smathers (chairman) 
presiding. 

Present : Senator Smathers and Senator Thye. 

Also present: Charles M. Noone, special counsel; William D. Amis, 
professional staff member; and Robert A. Forsythe, administrative 
issistant to Senator Edward J. Thye. 

Senator Ture. If the committee will please come to order, we'll 
proceed. 

This is an open hearing of the Government Procurement Subcom- 
mittee of the Senate Small Business Committee. 

The subcommittee has been conducting its annual series of hear- 
ings on small-business programs and accomplishments of various 
agencies of the executive branch of the Government. We have already 
heard representatives of the General Services Administration, the 
Atomic Energy Commission, the Department of Defense, and the De- 
partments of the Army and the Navy. 

Today we are scheduled to receive reports from representatives 
of the Department of the Air Force, and then tomorrow we shall 
conclude this year’s series of hearings when we receive a report 
from the Comptroller General setting forth such observations and 
recommendations as he may have to make on ihe small business pro- 
grams of the executive agencies. 

Today, the first witness will be the Honorable Dudley C. Sharp, 
the Assistant Secretary of the Air Force. 

You may proceed, sir. 


STATEMENT OF HON. DUDLEY C. SHARP, ASSISTANT SECRETARY 
OF THE AIR FORCE; ACCOMPANIED BY MAX GOLDEN, DEPUTY 
FOR PROCUREMENT AND PRODUCTION OF THE ASSISTANT SEC- 
RETARY (MATERIEL), DEPARTMENT OF THE AIR FORCE; 
MAURICE JOHNSON, ACTING ASSISTANT FOR SMALL BUSINESS, 
OFFICE OF THE DIRECTOR OF PROCUREMENT AND PRODUCTION, 
HEADQUARTERS, UNITED STATES AIR FORCE; COL. LEE W. 
FULTON, DIRECTOR OF PROCUREMENT, HEADQUARTERS, AIR 
RESEARCH AND DEVELOPMENT COMMAND, BALTIMORE, MD.; 
AND LT. COL. CARL W. ARMBRUST, CHIEF, AIRFRAME, MISSILE, 
AND ENGINE SECTION, INDUSTRIAL RESOURCES DIVISION, 
DIRECTORATE OF PROCUREMENT AND PRODUCTION, HEAD- 
QUARTERS, AIR MATERIEL COMMAND, WRIGHT PATTERSON AIR 
FORCE BASE, OHIO 
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Mr. Suare. Thank you, Mr. Chairman. With your permission I 
would like to read a short prepared statement. 

Senator THyr. You may proceed. 

Mr. Suarpe. Mr. Chairman, before proceeding with our presenta- 
tion this morning, I would like to thank you for inviting me to par- 
ticipate in these hearings. I have not had the opportunity of testifying 
before your subcommittee previously, and would, therefore, like to 
state my position concerning Air Force procurement from small 
business before proceeding with the details of our presentation. 

Following my statement, Mr. Maurice Johnson, who is acting as 
my small-business adviser, will expand on some of the points I want 
to touch upon. He will also go into some detail on the specific points 
we understand you want covered. 

I have long believed that the economic strength of this country 
is closely associated with the health of our small-business community. 
Consequently, I was very pleased to find when I came to the Air 
Force a vigorous and imaginative small-business program. I want 
to assure you that I intend to support this program with the same 
enthusiasm, and I hope ingenuity, that it received from my pred- 
ecessor. 

And here I would like to inject the fact that I have spent my life 
almost entirely being a small-business man. During World War IT, 
the company that I was connected with did defense work primarily 
with the Department of the Navy, and I am rather familiar with the 
problems of small business in connection with contracting with the 
Government. 

I mentioned imagination and ingenuity because I have found these 
ingredients to be essential in the Air Force program, due to the kind 
of things we buy. This problem has been explained to you on several 
occasions and I don’t intend to belabor the point. Nevertheless, it is 
important to keep in mind these facts. The Air Force does not buy 
food or clothing, nor does it buy, in general, the commercial-type items 
ordinarily produced by small business. The Air Force does buy highly 
specialized aeronautical and related equipment which is steadily be- 
coming more complex. As an illustration, during fiscal year 1955 more 
than 85 percent of our money was spent for airframes, complex elec- 
tronic equipment, fire control and bombing systems, guided missiles, 
and research and development work. 

Senator Ture. If you don’t mind an interruption at that point, you 
state that the Air Force does not buy food or clothing, nor does it buy 
any, in general, of the commercial-type items ordinarily produced by 
small business. 

If one were reading this record at this point, he might ask, “Well, 
where do you acquire the clothing and food items, and so forth?” 

Mr. Suarp. Well, yes sir, the Army and the Navy and the GSA 
purchase those items for us on the whole. We do have a program that 
involves local purchasing at the depots on such items as paint and 
maintenance items, mops and things of that kind, which frequently 
we buy from small, local concerns. 

Senator Tuyr. But your food supplies all come from the Quarter- 
master General’s department ? 

Mr. Suarp. Yes, sir. 

Senator Tuyr. And all your clothing comes from the same source? 

Mr. Suarp. Yes, sir. 
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Senator Ture. So that you never are advertising for bids on any 
such items as clothing? 

Mr. Suarp. No, sir. This is brought out because of the fact that so 
many of the things that normally would go to small business, we don’t 
actually handle ourselves. 

Senator Tirre. That is the reason why I am discussing it in order 
that the record may show more specifically why firms never have had 
any opportunity to do business with the Air Force on such items. That 
is the reason I was asking the questions. 

Mr. Snare. Yes, sir; I appreciate that, sir. 

Senator Ture. You may proceed, sir. 

Mr. Suarp. Aircraft and engines alone accounted for more than 
60 percent of our procurement dollars. 

It is because of these facts that I was pleasantly surprised to find 
such an effective program in the Air Force. For example, the Air 
Force recognized as early as 1951 that a strong subcontracting pro- 
gram would be required | to overcome the difficulties inherent in the 
items we buy. Such a program was established, and has led to the 
most significant Department of Defense step taken in the recent past 
to help small business. I refer, of course, to the defensewide subcon- 
tracting program ia had just been inaugurated at the time of your 
hearings last year. The developments since that time will be dis- 
cussed more fully i in our detailed presentation. 

In the area of policy developments I should also mention that a new 
Department of Defense directive on cooperation with the Small Busi- 
ness Administration was issued last November. I know that this com- 
mittee has been very interested in this subject. Consequently, I am 
happy to say that Mr. Barnes has written to me expressing his pleas- 
ure with the Air Force implementation of this new directive. 

I’m sure that your reaction to our policies has been favorable, but 
I'm equally sure that you wonder how effectively they are being imple- 
mented. While Mr. Johnson will go into this in considerably greater 
detail, I would like to touch on a few points. 

Last year we mentioned several areas in which new op yportunities 
were opening up for small business. You were advised that in fiscal 
year 1955 contract maintenance and modification of aircraft and re- 
lated items amounted to more than $500 million. During fiscal year 
1956 this program was stepped up to include approximately $1 billion. 
You were also advised that our local purchase program, which offers 
— antial opportunities for smal] business, had been expanded to in- 

‘lude approximately 135,000 items. In fiscal year 1956 this figure has 
een increased to approximately 145,000 items. 

Another big step in making our policies more effective is presently 
underway. The Air Research and Development ¢ Ce vommand is now 
working out detailed small-business procedures, within the overall Air 
Force program, which will be tailored to fit the spec ifie needs of the 
various research centers. We intend to make every effort to assist 
small business firms in becoming more familiar with and better able 
to participate in our research and development effort. 

Senator SmatTHers. Pardon me for being late, gentlemen. You go 
right ahead. 

Mr. Suarp. My small-business advisory group, which has con- 
tributed greatly to our efforts in the past, will, 1 hope, be able to help 
us again in the ensuing months. This group serves as a representa- 
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tive cross-section of large and small contractors whose experience in 
dealing with small-business problems is of considerable benefit in re- 
viewing any element of our small-business program which may need 
revision or strengthening. 

The Air Force has long recognized that its small-business program 
cannot function effectively unless the people who are operating in the 
small-business positions in the field are the very best we can get. We 
have first of all organized our small-business specialists within our 
field ofiices in such a way as to provide the maximum degree of freedom 
for the exercise of judgment. We have carefully selected people fa- 
miliar with the problems of small businesses and sympathetic with 
their legitimate desires. In order to take advantage of each special- 
ist’s knowledge and experience we arrange for group meetings, and 
for the greatest feasible interchange among these people. Our top- 
level small-business people from Washington and from Headquarters, 
Air Materiel Command, spend considerable time visiting our special- 
ists around the country as well as all elements of industry, large and 
small. ‘The people on my own personal stail attempt to visit small- 
business specialists as frequenily as possible to discuss their problems 
and ideas, and to acquaint them with my thoughts gained from my 
associations with industry and with you gentlemen in the House and 
Senate. 

All of these efforts serve a useful purpose and can contribute greatly 
to the success of our program. However, they are not enough. We 
must be able to get top-level people in these jobs in the first place in 
order that the remainder of our efforts obtain maximum results. Mr. 
Johnson will subsequently give you some examples of the personnel 
problems and how we attempt to solve them. However, I would like 
to mention one particular point we are emphasizing right now. 

There has never been a civil-service position standard established 
which sets out the qualifications and duties of a small business special- 
ist. We think that such a yardstick is extremely important not only 
in getting good people but in giving them the greatest possible assur- 
ance of job stability. Consequently, in conjunction with the Depart- 
ments of Defense, Army, and Navy we have drawn up a proposed 
standard and have submitted it to the Civil Service Commission for 
consideration. We hope the Commission will see tit to take action 
on this proposal in the near future. 

In closing, I would like to reiterate that our current emphasis is, 
and should be, on effective implementation of existing policies. The 
personnel questions involved in effective implementation are vital. In 
this regard it is a considerable source of satisfaction to me, and I hope 
indicative of the quality of people we have, that my small-business 
adviser, for whom Mr. Johnson is ably filling in, has served for the 
past 5 months as adviser to the Indian Government in its program 
aimed at establishing a strong small-business community. 

And here I would like to elaborate in stating that the services of 
Mr. Weddell were requested by the Ford Foundation at the request 
of the Indian Government. 

He was sent to India for, I think, a period of 5 months to assist in 
their small-business program sponsored by the Ford Foundation, and 
on a leave of absence from the Air Force. 
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With your permission, Mr. Chairman, I would like to enter for the 
records a letter from the Ford Foundation, as follows: 


Tue Forp FouNDATION, 


New Delhi, India, May 30, 1956 
The Honorable Duptey SHARP, 


Department of the Air Force, Washington, D. C. 
Deak Mr. SHarp: Thanks to your generous cooperation in releasing Mr. Ken 
nard Weddell for a 4-month assignment with the Government of India, Mr 


Weddell has made a major contribution to the development of small industries 
in India. 


Few foreigners have been so warmly received and so thoroughly listened to 
as Mr. Weddell. Fewer still have been the foreign technicians possessing Mr 
Weddell’s accumulated experience and wisdom. He has impressed all by his 
great modesty. 

India will be richer as a result of Mr. Weddell’s visit, and I sincerely hope 
your program has not suffered too greatly through Mr. Weddeli’s absence 

Sincerely, 
DovuGias ENSMINGER 
Representative in India, the Ford Foundati« 

Senator Smatuers. We will make that a part of the record. 

Mr. Suarp. Thank you, sir. ‘That concludes my statement. 

Senator SmatHers. Thank you very much, Mr. Secretary, for a 
very fine statement. We appreciate it. 

Our next witness is Mr. Maurice Johnson, Acting Chief, Office of 
Small Business Headquarters, United States Air Force. 


STATEMENT OF MAURICE JOHNSON, ACTING ASSISTANT FOR 
SMALL BUSINESS, OFFICE OF THE DIRECTOR OF PROCUREMENT 
AND PRODUCTION, HEADQUARTERS, UNITED STATES AIR FORCE 


Mr. Jounson. I have submitted in advance quite a lengthy state- 
ment, amplifying some of the points on which Mr. Sharp has touched. 
Rather than read that, with your permission I would like to show 
you a few charts that do, I believe, two things. They emphasize some 
of the points in the written statement which was submitted, and also 
it will serve as a brief review for the committee of the Air Force small- 
business program.’ 

Senator Smatuers. Fine, Mr. Johnson. We welcome that change. 

Mr. JoHnson. Some of the material here is in the committee’s rec- 
ord at the present time. As I have said, this is partly in the nature 
of a brief review of our program. 


1 For prepared statement, see appendix ITI, p. 326. 
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The purpose of this chart is to show the nature of our organization 
and how it is set up to take advantage of the military line of com- 
mand. The Assistant for Small Business, who reports directly to 
the Director of Procurement and Production, carries out the program 
for him in regard to the establishment of policy and staff surveillance 
over the entire program. 

The Director of Procurement and Production, Headquarters, 
USAF, however, is the man who is responsible for the success of the 
program. He is responsible directly to the Deputy Chief of Staff, 
who is responsible to the Secretary of the Air Force. 

At Air Materiel Command, the command that has the responsibility 
for procurement and production, the Director of Procurement and 
Production is the man who is responsible for the success of the operat- 
ing procedures. He has on his staff an executive for small business 
who reports directly to him. At each one of our Air Force depots, our 
purchasing offices, and at each one of the Air Materiel areas there is 
a small-business specialist on the staff of the Director of Procurement 
and Production at those installations. 
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The Directors of Procurement and Production at those installations 
have been delegated procurement authority by the Director of Pro- 
curement and Production at Headquarters, AMC. Therefore, along 
with that delegation goes the responsibility for all related programs, 
the small-business program being one of those. 

In each one of our Air procurement districts, where they do no 
purchasing but administer contracts, the Chief of the district has a 
Sane business specialist on his staff. 

I am showing you this to emphasize what the Secretary has told 
you—that our people, we believe, are placed properly in order to exer- 
cise the proper authority and independent thought required. 

Here is a chart that you have seen ia also. 


CHART 2 


BASIC ACTIVE PROGRANS 


1S MAJOR | | LARGE PRIME’S 
puncn.orrices | | LIAISON OFFICERS | contiacting 


"OPERATION ASST SECRETARY'S dssistance | 
PACEMAKER”! | 15 MAN ADVISORY | 


Procurcment | 


ISO BASES | GROUP | | information | 
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Contractors . Contractors 


My prime purpose in showing you this chart was in your report last 
year, the sixth annual report, you expressed pleasure at our subcon- 
tracting program but also you indicated that you feared that we might 
relax our efforts in connection with prime contracting which you con- 
sidered quite important. 

We have not done that at all. In our 15 major purchasing offices 
I believe that the statement that I have submitted to you will bring 
out several points, several new features, by which we have strength- 
ened that program. I have included in 

Senator Torr. Mr. Chairman, might we have an explanation of 

hat those new features are, because I fear that we may not be able 
to go back and read this 40-page report you have submitted. And, 
unless we read it, we will not have what you are referring to. 

Mr. Jonnson. All right, sir. 

One of the most important in my opinion is the expansion of the 
small-business set-aside program. That program applied formerly 
only to the 15 major purchasing offices. It has been expanded by a 
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revision of our Air Force procurement instructions to include not only 
these 15 purchasing offices but something over 150 local purchase bases 
in the continental United States. 

In other words, the contracting officers are now authorized by our 
directives to make those set-asides of procurements where appropriate 
for exclusive participation by small-business concerns. 

Prior to the revision, the recent revision of the procurement instruc- 
tions, it was necessary to have a Small Business Administration repre- 
sentative present in order to make a set-aside. It had to be a joint 
determination. Now we have authorized our contracting officer to 
do that. That is one of the features. 

Mr. Sharp has told you that we have also expanded our local pur- 
chase program. 

Senator Tye. Has that affected placement of your contracts to a 
greater number of contractors ? 

Mr. JonHnson. We have no records of accomplishments under that 
program so far. However, by expanding the program from 15 to 
150 bases, I think I am safe in saying it will result in more business 
for small business. I don’t see how it can do otherwise, sir. 

Senator Ture. Very well. 

Mr. Jonson. Some of the other things that we have done is a revi- 
sion, which is also in the record, of the forms that we use in the coordi- 
nation between the small-business specialist and contracting officers. 

I was interested to see that the committee was quite impressed by 
the preprocurement board—no, I don’t believe that is it—— 

Mr. Noong. Procurement Assignment Board. 

Mr. Jounson. Up at Detroit. 

Mr. Noone. Yes. 

Mr. Jounson. That the Army Ordnance uses? 

Mr. Noone. Yes. 

Mr. Jounson. I want to explain what we have done in that con- 
nection. On each individual procurement of $10,000 or more, there 
is no procurement action taken until the contracting officer coordin- 
ates with the small-business specialist who is assigned to that office. 

During that coordination it 1s determined how the procurement will 
be handled. Such things as: shall it be advertised or shall it be nego- 
tiated, the number of sources to be solicited, the type of sources to be 
solicited, and I might add there that we have made it possible, and they 
take advantage of it, for the Small Business Administration repre- 
sentatives to sit in on those meetings, and their recommendations in 
connection with the handling of procurement are given just the same 
consideration as the recommendations of the contracting officer and 
the Air Force small-business specialist. 

We have expanded that, and we believe that that can only result ina 
better deal for small business. Those are 1 or 2 of the things that we 
have done to strengthen that program during the past year. 

Now, the Air procurement districts do not award any contracts. 
However, the majority of the contracts that are awarded in these 
purchasing offices are administered by those district officers. There- 
fore, the small-business specialist in the district office is the man who 
has the responsibility for carrying out the subcontracting program 
which I will touch upon a little later. . 

The Secretary, of course, as mentioned, has an advisory group. 
That ties in with the whole program and many of the things that they 
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have given us from their considerations in the past have been adopted 
and have been very valuable to us. 

The committee, in the sixth annual report, mentioned that smal! 
business seemed to be holding its own, but that wasn’t enough, small 
business should be gaining. Pherefore, I thought a little review from 
the time the Air Force opened its small-business office might be of 
value. 

CHART 3. 





Air Force purchases from industry (net) 


{Dollars in millions} 


} Percent of Awards to’ Percent of 
Fiseal year | Total Potential total small total 


business 


Percent of 
potential 


1955 $6, 172 $756 


12.2 $577 9.3 7 
1954 ole . icidebeeeetiioed 5, 604 733 12.9 | 557 9.8 76 
1953 : : 14, 211 837 5.9 609 4.3 73 
Ri as Gite aie 11, 928 1, 264 10.5 695 5.8 55 


To skip over these figures, now in 1952, for example, our total pur- 
chases net, in the United States, were $11,928 million. Of that amount, 
the potential for small business at that time—in other words the 
amount of purchases for which we knew of smal] business sources, was 
+695 million, and small business actually received 50 percent of it. 

That has increased the last 2 years and it has run 76 percent of the 
potential. While the total purchases had gone down considerably, as 
you know, the potential for small business has not. been reduced in the 
same proportion, and the actual awards to small business of that po- 
tential have increased ; they have been well over 70 percent for the last 
2 vears and they are at the present time, as well, also. 
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Almost 90 percent, as the Secretary has told you, of our money goes 
for airframes, engines, missiles, and complex aeronautical equipment 
and complex g ground equipment also, I might add. Therefore, we must 
have an effective subcontracting program, , which we recognized in 1951. 

In 1951 the original survey committee appointed by the Secretary 
visited practically all of our large prime contractors’ plants and many 
of our offices in the country. I will touch on their report a little later 

In 1952 most of our large prime contractors appointed small-business 
liaison officers from officials of their own companies, and made them 
responsible for the small-business program within this organization, 

In 1953 we presented to your committee a report of 100 of our largest 
prime contractors, which I will show later. 

In 1954 the first advi isory group was appointed by the Secretary. 

In 1955 the Department of Defense adopted a small-business sub 
contracting program which was largely an outgrowth of the delibera- 
tions of the Secretary’s advisory group. 

In 1956 we have finally received approval of the Bureau of the 
Budget to receive a semiannual report from our prime contractors, and 
I am happy to say that at the next hearings of this committee we will 
have some factual information for you on subcontracting. 

Now, I mentioned the first report in 1952 which showed that a hun 
dred of our large prime contractors placed outside with large business 
the type of procurement that was not susceptible of further subcon 
tracting, 9 percent. 


REPORT OF 
100 LARGE PRIMES 


Retained by primes 48 7, 


Placed outside with large business 
wo7T susceptible to further subcontr 9% 


Placed outside with large business 
susceptible to further sub-contracting 222 


Placed with small business by prime 
contractors or major sub-contrs. 2/% 


THE 100 REPORTING PR/MES 
HELD CONTRACTS W/TH 
FACE VALUE OF 


$15.5 billion 
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They placed 22 percent outside with large business concerns that was 
of a type that was susceptible to further subcontracting, and they 
placed directly with small-business concerns 21 percent. 

Those 100 large contractors had contracts with a face value of $151. 
billion at the time, so we considered that to be fairly reliable inform. 
tion, and I might remind you that at that particular time your com- 
mittee’s staff made a survey on the same subject, and as I recall, it came 
up with 21 percent also for small business; is that correct, Mr. Noone / 

Mr. Noone. Correct. 


CHART 7 


DOD INSTRUCTION 4100.20 (19 APR 55) 
“DEPT. OF DEFENSE SMALL BUSINESS SUBCON- 
TRACTING POLICY” 


AFPC #25 (28 JUNE 55) 


PROCURING CONTRACTING OFFICER 


iid will, when the contract exceeds 
$1,000,000 (or may, if the contract is 
of lesser amount) urge the contractor 
to establish and conduct as a part 
of his purchasing system a Defense 
Subcontracting Small Business 
Program........ 


THE PROGRAM W/LL INCLUDE..... 
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The designation of an executive of 
the, company or plant as its Small 
Business Liaison Officer 

e Responsible for Program 


@Contact with Small Business Specialists 
and representatives of SBA 


Publication of Program- policies ¢ proceedures 


- Adoption of Procurement policies to assure 
small Concerns an equitable opportunity 
to secure subcontracts 


Maintaining records - Small and Large 
prospective contractors 


Placing subcontracting clause in contracts 
with major subs. 


Requesting major subs to establish 
program within their organizations 


Utilizing information furnished by military 
g SBA relating to potential small business 
sources. 


8 Sulomission of Reports on Subcontracting 


Mr. JouHnson. Now, last year this DOD Instruction 4100.20 was 
published by the Department of Defense, and it outlined a specific 
small-business subcontracting program to be carried out. The Air 
Force implemented that on June 28 by Air Force Procurement Circu- 
lar No. 25. One of the provisions was that the contracting officer, 
when awarding a contract of a million dollars or more, would urge 
that contractor to establish a small-business subcontracting program. 

The Air Force inserted this little phrase and clause in here so that 
we wouldn’t restrict the contracting officer to only contracts of over a 
million dollars. 

That program was to include these eight specific points. I believe 
that you gentlemen are familiar with that program and that directive? 

Mr. Noone. That is 4100.20? 

Mr. Jounson. Yes,sir. Well the Air Force could see no point what- 
soever in waiting for the award of contracts of a million dollars or 
more, so they immediately sent letters to 239 of our Air Force prime 
contractors. The Assistant Secretary for Materiel wrote to the presi- 
dents of those companies pointing out the importance of the small- 
business program. That was followed up immediately by a letter to 
them from the Director of Procurement and Production at Head- 
quarters, AMC, Air Materiel Command, asking them to establish the 
program immediately and let us have the name of the official that 
they would appoint as their liaison officer. 
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CHART 9 


LETTER TO 239 AF. PRIME 
CONTRACTORS (JUL'55 ) 


Each contractor held contracts 
with uninvoiced dollar balance 
of $1,000,000. or more. 


e |89 agreed immediately 
@220 as of this date 


Mobilization Planning Cognizance 
@97 under AF cognizance. 


One hundred and eighty-nine of those agreed immediately to estab- 
lish the program, and in writing, and gave us the name of their liaison 
officer. At this time we have 220 that are actively participating in the 
program. 

Now the small-business specialist at the air procurement district, 
where I pointed out that the contracts are administered, is responsible 
for determining the adequacy of the prime contractor’s and major 
subcontractor’s program that are located within the geographical 
limits of this air procurement district. 


CHART 10 


Small Business Specialist at 
the Air Procurement District 
is responsible for determining 
the adequacy of the Contractor's 
Defense Subcontracting Small 
Business Program. 


@ Check list 


@ Copy to Administrative Con- 
tracting Officer for his 
consideration when reviewing 
the contractors purchasing 
system for approval or dis- 
approval. 
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We have a check list which he uses to determine the adequacy of the 
program, and a copy of that check list is to be turned over to the ad- 
ministrative contracting officer. I believe it was pointed out before— 
I intended to—that the contractors have agreed to establish this pro- 
gram as a part of their purchasing system. Now, Air Force procedure 
vives the administrative contracting officer the authority to approve 
or disapprove of the contractor’s purchasing system. Therefore, 
whether or not the contractor’s program in connection with small 
business is considered to be adequate is one of the things that the ad- 
ministrative contracting officer considers in either approving or dis- 
approving of the contractor’s purchasing system. 

This, we showed to you last year, and 1 won’t go into the details. 
I simply put it in here to point out that the amount, percentagewise, of 
subcontracted dollars going to small business is approximately the 
same as it was in 1952. 

Now, I know that this committee, other committees and individuals 
have been interested, and some of them have been rather critical of 
implementation of Air Force policies. They approved of its estab- 
lished policies but they are not quite clear as to how we implement those 
policies. 


CuarT 11 
B-47 


1000 B-47 Bombers plus 2 items of 
government furnished equipment. 


1000 A-5 tail defense fire control 
systems. 


6000 J-47 Jet engines 
@Consolidated value  $1,805,972000 100% 


@ Retained by primes for 
taxes, payroll, adm, profit,etc. 589828000 3282 


@ Place with large subcontrss. 964465000 


@ Known to have been placed 
with small concerns 
e 4y PRimES * 25\,679,000 
@BY CERTAIN LARGE SUBS * 


$33,919,000 
385,598 000 21.47 


% = THIS AMOUNT REPORTED BY LARGE SUBS HOLDING 
$7/7,029,000 OF THE $964,465,000 PLACED WITH LARGE 
CONCERNS REMAINDER NOT REPORTED 
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Cuart 12 


IMPLEMENTATION 


AFP] Sect. 5S! Small Business Program 
AFP] Sect | Policy 

AFPI Sect 2 Bidder’s Lists-IFBs RFPs 
AFP] Sect. 3 Negotiation 

AFPI Sect. 6 Buy American Act 
AFPI Sect. 7 Contract Clauses 
AFPI Sect 13 Facility Expansion 
AFPI Sect. 50 facitity-Supply Consideration 

AFPI Sect. 52 Facility Capability Reports 

AFPI Sect. 53 Approval of Contracts 

AFP] Sect. 57 Reports 

AFPC Nr 10 = Mobilization Base 

AMC Manual 70-3 Analysis of Contractor Purchasing System 
AMC Manual 170-1 PR and MIPR Operations 

AMC Reg. 190-3 Information Services 


The policies are established by Department of Defense instructions. 
I frequently hear it said that the people in the field know nothing 
about those DOD instructions. It is not intended that Department 
of Defense instructions will ever reach the working level. ‘Those are 
policy statements that are issued by the Secretary of Defense to the 
Secretaries of the three services. They are implemented in the Air 
Force by Air Force procurement instructions, 

Now section 51 of Air Force procurement instructions, a copy of 
which I have submitted to you, describes the small-business program 
in the Air Force in great detail. Maybe you are familiar with that. 
Some of you I know have read it. 

However, I wonder if you know that the small-business program 
in the Air Force is not like a sore thumb that sticks out by itself? 
It is a part of procurement, an integral part of procurement, all 
the way through the procurement procedure. Actually the imple- 
mentation of the Department of Defense instructions on small busi- 
ness are contained in all of these sections of Air Force procurement 
instructions, plus this Air Force procurement circular which will 
eventually become a part of the procurement instructions, plus these 
manuals and this regulation, each one having to do with the particular 
= of procurement or the administration of contracts; and the Air 

orce policy on small business is implemented in such a way that 
anyone connected with the Air Force that has anything to do with 
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procurement or production has his specific instructions as to how. to 
carry out Air Force policy in connection with small business. 

That concludes that review, Mr. Chairman, and, with your permis 
sion, Colonel Armbrust has some interesting details on subcontracting. 

Senator Tuyr. Please excuse me. I must leave. 

Senator Smatruers. Charlie, do you have any questions you want 
to ask? 

Mr. Noone. Yes; I do have some questions if I might ask them at 
this time. 

You have already noted your 1952 survey showed 21 percent of 
the prime-contract dollar going to small business through subcon- 
tracts, and your analysis of the K-47 program, in 1955, shows approxi- 
mately the same percent going to small business, Mr. Johnson. 

You have also stated that you inaugurated the subcontracting pro- 
gram approximately 1 year ago. Do you have any comprehensive 
statistics from all of your major primes as to the percent of subcon- 
tract dollars going to small business at this time ? 

Mr. Jounson. We have received from a number of our major prime 
contractors voluntary reports. As I stated, the Bureau of the Budget 
did not approve this report until, I believe it was, the 18th of May 
of this year. So we don’t have what you might call a comprehensive 
report from our prime contractors. 

However, the information submitted voluntarily by a number of our 
prime contractors has indicated that of their outside expenditures 
it is running up to 60 percent, in some cases, going to small business. 

Now we don't have figures such as I believe you would be vitally 
interested in, and that is the percentage of dollars retained by the 
prime. We do not have that. 

Mr. Noone. I understand. 

[ have some other questions, Mr. Chairman, but I will defer them 
until the completion of the presentation. They may cover what I 
have in mind. 

Senator Smaruers. All right, Mr. Johnson, that is all for you 
for the time being. 

Mr. Jounson. Yes, sir. 

Senator Smatruers. The next witness is Col. Lee W. Fulton, the 
Director of Procurement, Headquarters, Air Research and Develop 
ment Command. 

Mr. Suarp. Colonel Armbrust, Mr. Chairman. 

Senator Smaruers. All right, Colonel Armbrust, you may go right 
ahead, sir. 


STATEMENT OF LT. COL. CARL W. ARMBRUST, CHIEF, AIRFRAME, 
MISSILE AND ENGINE SECTION, INDUSTRIAL RESOURCES DIVI- 
SION, DIRECTORATE OF PROCUREMENT AND PRODUCTION, 
HEADQUARTERS, AIR MATERIEL COMMAND, WRIGHT PATTER- 
SON AIR FORCE BASE, OHIO 


Colonel Armerust. All right, sir. The title of the presentation 

would like to show you is called the Subcontract Task in Maintain- 
ng the Broad Base. 

The purpose of the presentation is to present the general operating 
authority and the procedures encouraging subcontracting and the use 
of small business firms by the prime contractors. 
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The Air Force policy on small business, as Mr. Johnson has just 
explained, is contained in an Air Force Procurement Instruction No. 
51-103. The policy is stated as follows: 

It is the policy of the Air Force that a fair proportion of the total purchases 
and contracts for supplies and services for the Department of the Air Force 
will be placed with small business concerns whether as prime contractors, or 
as suppliers. 

The Air Force procurement instruction goes further to define this 
fair proportion of the total purehases as that proportion which can 
be won through open competition, provided an equitable opportunity 
to compete is engendered therein. 

The Air Force procurement instruction goes even further to de- 
fine this open competition and equitable opportunity to compete, and 
states that this condition exists when all firms, whether large or small, 
are placed on the bidder’s list and a copy of the request for proposal, 
or, as is sometimes called, an invitation to bid, is submitted to the 
firms on the bidder’s list, when the amounts of production required 
are generally in economic lots which favor small business, or, that is, 
which small business can produce, and when the procurement itself is 
advertised in accordance with the Armed Services Procurement Regu- 
lations and other Air Force procurement instructions. 

The authority for maintaining a policy of maximum subcontracting 
in the Air Force stems primarily from the Office of Defense Mobiliza- 
tion Order No. VII-7. This order was implemented by Department 
of Defense Directive 3005.3, dated December 7, 1954, and which states 
in part that it is the policy of the Department of Defense to main- 
tain a sound base through the use of “maximum subcontracting.” 

This DOD directive was implemented by the Air Force with an 
Air Force Procurement Circular No. 10, aproximately 2 months later, 
dated February 11, 1955, which states in part that each proposed 
procurement of planned items will be reviewed by the Air Materiel 
Command to assure again “maximum subcontracting.” 

In addition to these directives, headquarters of the United States 
Air Force issued a controlled letter 55-32 on the 28th of April 1955, 
which concerned itself with the policy of providing Government facili- 
ties to contractors, and it stated in part that prior to placement of con- 
tracts requiring additional Government facilities the Air Materiel 
Command must consider and utilize all open capacity and again use 
the term “maximum subcontracting.” 

Now, how does the phrase “subcontracting” or the policy on sub- 
contracting tie itself into small business? The prime contractor is 
related to small-business concerns in two manners. That is, he is 
related directly and indirectly, you might say. As far as his direct 
relationships with small-business concerns, the prime contractor pur- 
chases a certain amount'of his supplies and items required for the 
production of aircraft, for example, directly from small-business con- 
cerns themselves. These are generally called purchase parts in the 
production industry. 

In addition to this the prime contractor subcontracts a certain por- 
tion of his production effort. This is sometimes called off-site produc- 
tion or off-site effort. 

Generally this off-site effort which we are referring to here as “sub- 
contracting” is placed with the concerns or firms who are smaller 
than he is but nevertheless not quite small enough to come under the 
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letinition of small business. They are, in other words, the major 
subcontractors in the industry. 

However, these major subcontractors, in turn, deal with small busi- 
ness for a portion of their supplies. 

So actually what results here by the Air Force maintaining this 
policy on subcontracting is a certain amount of industry interaction, 
as this subcontracting program is expressed or spread or dispersed 
throughout the contractors involved in aircraft production; and as a 
result of this the probability of small-business participation is greatly 
increased in any one particular program, and also, of course, we get a 
much wider geographical dispersion by maintaining this policy 
throughout the United States and the aircraft industry, as such. 

Now, the procedure for reviewing subcontracting structures is: The 
prime contractor submits his proposed substructure to the Air Materiel 
Command with his original proposal on a particular procurement, say 
in aircraft. At this time the proposed subcontract structure is re- 
viewed and evaluated, both at the contractor’s plant by the Air Force 
plant representatives, through the AMC district offices and Army head- 
quarters, up to headquarters, AMC. Here it is continued to be re- 
viewed. 

At the same time negotiations with the contractor are taking place, 
including the supply agreement, that is the end-item price, for example, 
for the item we are purchasing, and the subcontracting structure is 
being reviewed, and at the same time the negotiator is negotiating 
this agreement that Mr. Johnson referred to in his remarks, as the 
agreement for the small-business program. This is an agreement that 
is negotiated by our negotiator with the prime contractor at the 
time we begin negotiations on the contract for this particular item. 

After the contract and the approved subcontracting structure have 
been finalized and agreed upon, the contract and the subcontract 
structure is forwarded to the administrative contracting officer for 
his administration. Now, this is a gentleman either located at the 
prime contractor’s plant, if there is an Air Force, procurement, Air 
Force plant representative’s office located there, or it could be an 
administrative contracting officer located in the district office, cen- 
trally located for the plants in his area. 

At the same time, the small-business program checklist is completed 
by the small-business specialist in that area and also forwarded to the 
administrative contracting officer for his administration of the small- 
business program. 

Mr. Noonr. Do you mind if I ask questions as you go along? 

Colonel Armprust. Go right ahead. 

Mr. Noone. Your third point, “Negotiations with the contractor 
includes agreements for small-business programs,” and second point, 
“The proposed substructure reviewed and evaluated”—precisely 
what authority do you exercise in controlling the subcontracting 
-tructure of the prime contractor ? 

Do you have absolute authority to approve or disapprove a sub- 
contractor, for example? 

Colonel Armprust. We are in a position of maintaining a status of 
recommending to the contractor items for subcontracting that we 
think he should consider for subcontracting. 

We are in a position—we have the authority to disapprove certain 
subcontractors. We don’t like to exercise authority along that line 
unless we absolutely have to. 
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Mr. Noone. Have you exercised such authority in the past? 

Colonel Armprust. Only in the case of contractors which may be 
not acceptable to the Air Force because of some action being taken 
against the contractor. I have no specific instance that I could refer 
to. 

Mr. Noone. I have another situation in mind where you have a 
prime contractor who may be administering a large project for you, 
and at the same time you have another prime who is doing work 
under the master contract for the manager of the project. you 
follow me? 

Colonel Armprust. Yes, sir. 

Mr. Noone. In the event you decide to place the previously sub- 
contracted work under the master contract, what is your policy with 
respect to considering the subcontractor for continued production 
under the master contract ? 

Colonel Armprust. No; you have lost me now. I am sorry. 

Mr. Noone. Let me be a little more precise. 

You have a master contract where you have, let’s say, a management 
team which is actually administering a major project for you. 

Colonel Armprust. Yes. 

Mr. Noone. And at the same time, you have a small company which 
is doing a portion of the major contract under a prime contract di- 
rectly with the Air Force. Do you follow me to that point? 

Colonel Armprust. He is a subcontractor, this smaller company, 
to the prime contractor? 

Mr. Noone. No; he is a contractor to the Air Force. 

Colonel Armerust. Oh, I see. 

Mr. Goitpen. Maybe I could straighten it out. I know the illus- 
tration you are talking about, but I would rather take one that is 
solved and show you what happened. 

Mr. Noone. Fine. 

Mr. Goupen. In a certain area we had a systems contract. We also 
had a separate prime contract for recovery of certain missiles down 
on the guided-missiles range. 

We iia exactly what you said when we converted over and gave 
2 systems contract or complete responsibility for the operation of the 
range. Included in that responsibility was the recovery of missiles. 

We insisted, finally—I believe we discussed this with you people— 
that the prime contractor himself wouldn’t do the recovery work but 
that it would be subcontracted out, and for the past 3 or 4 years, at 
our insistence—and, I might say, with complete cooperation of the 
systems contractor—there has been subcontracting for the missile re- 
covery. 

Mr. Noone. Well, in that instance too, would you closely supervise 
the prime contractor in his selection of the subcontractor! Would 
you insist, for example, that the prime contractor put out invitations 
for bid on that contract ? 

Mr. Gotpen. Yes. We have a general policy, of course, to require 
competition on the part of our prime contractors, but we have to strike 
a bites: We place upon the prime contractor the responsibility for 
managing the project, doing the work on time—and this applies to 
aircraft as well—and we are paying him for his managerial ability 
or talent. We hold him responsible for delivering on time, or per- 
forming on time. 
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Now, we have got to make sure that we don’t inject ourselves into 
iis management to such an extent that he can say that we have taken 
.way his responsibility as well. If he feels that we are interfering to 

such an extent, he will tell us that. 

But we don’t have that kind of a problem, as a practical matter. 
For example, in the question you asked the colonel here, on what au- 
thority we rely to encourage subcontracting, we find that our prime 
contractors are very willing to listen to what we have to say about 
their subcontracting. 

We know of one case, for example, where a certain large prime con- 
tractor of engines, a second cource for engines, thought our request for 
subcontracting was too high. We convinced him otherwise. It so 
happens this engine became “the” engine in the Air Force for our 
major programs, and more orders were plac ed. 

Had he not had this broad subcontract structure, he would have lost 
the new business or a great part of it. 

Senator Smatuers. May | interrupt just a minute / 

Off the record, please. 

(Discussion off the record.) 

Senator SmatuHers. All right, you go right ahead. 

Mr. Gotpen. I had just made the statement that this particular 
prime engine contractor was very grateful to find that, because of the 
broad structure, the subcontractor structure we had insisted on, he 
was in a position to take on more business. This is not an isolated 
case. We do this for many policy reasons. We find available idle ca- 
pacity in subcontractors. Primes come in and say they need certain 
facilities for their plants to meet our schedules, They present their 
facilities list. 

We screen those and say, “There exists available capacity. Sub- 
contract it, and we won't have to facilitize you. 

This is a good checkpoint not only for small business but for us 
from a procurement standpoint. 

Mr. Noone. That answers my question. 

Mr. Swarr. I might say that in attempting to learn the operations 
of the large primes and some of the smaller subcontractors I have 
traveled something like 80,000 miles in this effort to better under- 
stand what is going on. 

I have found that, through the efforts of my predecessors and 
others in the Air Force, there is a real pride in this program among 
the big primes. They all show with pride how many small- business 
contracts they let, without my asking for it, they all show with pride 
their subcontract structure. 

So they have really developed among these people a feeling of ur- 
gency for this type of program which, I personally believe, they have 
come to consider the soundest thing for the national defense. 

I was very gratified to see this attitude. It was not an antagonistic 
one, 

Senator SmarHers. Let me ask a question. I just happen to know 
a little bit about this matter at Cocoa Beach, Fla., which you either 
fortunately or unfortunately raised. Do you find that nobody can do 
that work down there except Pan American Airways? 

Mr. GoLpen. Do the prime work? 

Senator Smatuers. That is right. The contract with respect to 
retrieving the missiles—are they the only ones? 
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Mr. Gowen. They are not doing it. They are subcontracting. 

Senator Smaruers. Why do you give them the contract if they are 
not doing it ? nae 

Mr. Gowen. The question of how much responsibility to place in 
a prime contractor, of course, is a very sensitive one. You give him 
a job to do, run a range. If you start parceling out parts of the 
responsibility and parts of the authority to a number of people, you 
get into trouble. No one person is responsible, and there is a very 
willingness when something goes wrong to point the finger at the 
other guy. 

Senator SmaruHers. Let me ask this: Does Pan American Airways 
have the contract to run the entire range? 

Mr. Gotpen. Yes. I would say substantially the entire range. 

Senator SmatHers. Have they had that contract since you insti- 
tuted this range down there at the Air Force base? 

Mr. Go.pen. The question of whether to run it, by military or by 
contract, was initiated actually in 1952, and a study was made result- 
ing in a decision that it would be most desirable to have a contractor 
operate it for a number of reasons. 

Deep studies were made on this. We went out and asked for pro- 
posals from a number of people, and I think we have got at least 4 
and maybe 6 good, sound proposals. The evaluation team selected 
Pan American. 

Senator SmatrHers. From among those other 4 or 6? 

Mr. Go.peNn. Four or six; yes. I don’t recall whether it was 4 or 6. 
They were high-type firms, and Pan American, because of the people 
that they had, the experience they had in their commercial business, 
was selected as the winner. Actually a large part of it is subcontracted 
out. 

This does illustrate a point, which I think your people brought to 
our attention. We have been riding herd on it ever since to insure 
Pan American doesn’t do this recovery work themselves. 

Senator SmatHers. Do you think the fact that a firm like Pan 
American Airways receives a large subsidy from the Government en- 
titles them to the same sort of consideration as would a firm that re- 
ceives no subsidization from the Government in its operation ? 

Mr. Goupen. I would say this: In this kind of an operation, you 

don’t advertise. Competitive bidding doesn’t apply. This is a cost- 
plus-a-fixed-fee contract, and we pay all the costs incurred. So the 
competition is not so much a competition as to price, but a competition 
on know-how and on talent, on available personnel, management 
ability, and experience. It is not a competitive price situation. It is 
a question of who can do the job best in relation to what we need. 
We have found that it is working very well. 
_ Senator Smaruers. Do you find that the part that small business 
is playing in this contract down there at Patrick Air Force Base is 
getting smaller as the years go by? In other words, is the percentage 
of the contract going to small business being reduced each year ? 

Mr. Gotpen. To the best of my knowledge, it is not. But I do not 
have any statistics on that. 

Senator Smaruers. We had some complaints, as I recall it, which 
indicated that the small-business part of that particular contract was 
getting smaller each year, that Pan American was taking more of 
the business themselves. 
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I see a colonel back there shaking his head “no.” That is not the 
rase, Colonel? Will you tell us what you know about it? 

Colonel Funron. It has not been reduced. 

Senator SmaruHers. On this contract, it has not been reduced ? 

Colonel Fuuron. On this contract it has not been reduced. 

Senator SmaTHers. Has the contract itself been getting larger over 
the course of the years, as these guided-missile programs, we hope, get 
bigger and bigger? Has that particular contract been getting bigger? 

Colonel Furron. Yes, sir. 

Senator Smaruers. Has the small-business percentage of that con- 
tract been maintaining its own, so to speak? Have the contracts with 
small business been growing or has the percentage been remaining 
the same, or do you know? 

Colonel Futon. I wouldn’t want to answer that specifically, sir, 
on a proportionate basis. However, the functions which have been 
assigned as subcontracted to small business have not been reduced. I 
can’t answer in terms of dollars in proportion at this time. 

Senator Smatuers. Well, then, when you said a moment ago that 
the percentage to small business had not been reduced, you actually 
didn’t know whether that was the case or not, with respect to the 
contract ? 

Colonel Fuuron. I hesitated on answering the question because I 
was trying to remember the extent to which those functions had in- 
creased in proportion to the overall function. I would reiterate my 
previous statement, that it has not been decreased. 

Senator Smarurrs. I will appreciate it very much if you will get 
for me, aside from this hearing, a report as to just what has been done 
on that contract down there at Patrick Airbase with respect to Pan 
American Airways and how much of that total contract, as it has in- 
creased, is being subcontracted to what you people consider small 
business. 

Mr. Suarr. We will certainly do that. 

Senator Smatuers. You go right ahead, Colonel] Armbrust. 

Colonel Armprust. As I stated, the subcontract structure is re- 
viewed at the Headquarters, Air Materiel Command. I have here also 
the methodology of reviewing this proposed subcontract structure. 

Each proposed substructure is reviewed on an individual basis to 
determine, No. 1, the percentage of off-site production encompassed 
by this subcontract structure. "This is done on an item- by-item basis, 
review of all on- and off-site items concerned with this prime con- 
tract. 

Then a comparison is made of the percentage of off-site production 
and the items being produced off site or recommended for produc tion 
off site, with other contractors in the industry and with the industry 
as such. 

Then we determine the feasibility, or attempt to, of subcontracting 
additional items, and we ask ourselves, “Can it be done /”—that is, 

can we subcontract additional items from the standpoint of tolerances 
involved, quality, shipment from subcontractors’ plants into the pr ime 
contractor's plants, and so on. In fact we ask, “Should it be done ?”— 
that is, from an economic standpoint and from the standpoint of what 
the personnel situation is in the prime contractor’s plant, and so on. 
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And then, of course, if necessary, we enter into negotiations with 
the proposed contractor to establish the maximum practicable sub- 
contract structure. 

Here we have an example of.a typical subcontract structure nego- 
tiation. When the Air Materiel Command went out with the invita- 
tion for bid on which the contractor was required to propose his sub- 
contracting structure, he forwarded what amounted to, in fact, a 
minimum proposal. 

The Air Force, through the medium of AMC, cited the policies 
that I have explained to you on maximum subcontracting. 

The contractor then proposed approximately 26 percent subcon- 
tracting plus about 10 percent of what we call “purchased parts.” 

This 26 percent was then compared with the industry average at 
that time for subcontracting in the aircraft industry, which amounted 
to about 30.2 percent. 

Mr. Noone. Is that subcontract dollars, or prime contract dollars ? 

Colonel Armsrust. This 30.2 percent of the direct effort involved 
in the production of the end item was being subcontracted on the 
average. 

Mr. Noone. To large and small? 

Colonel Armprust. That is correct. 

Mr. Noone. Contractors, that is? 

Colonel Armprust. That is correct; well, yes, sir. It does not 
include what we call “purchase parts” that is off-the-shelf items, but 
is primarily concerned with those items that the contractor requires 
that are built to his specifications and bear his part numbers. 

For bombers, for the production of bombers, the industry averaged 
to about 32 percent. Now this compares with the contractor’s pro- 
posal of 26 percent subcontracting. So, we continued negotiations 
with the contractor and recommended additional items that he should 
consider for subcontracting, such as some that are mentioned here. 
Section 46 are the fuselage, spoilers, inboard ailerons, and so on, 
and as a result of these negotiations the contractor finally agreed to 
increase subcontracting to a total of 46 percent, including this area 
of purchased parts. 

Now, to illustrate this particular negotiation graphically we have 
» picture of an aircraft here (charts A, B, and C) showing the prime 
contractor’s initial submission of practically no subcontracting in the 
form of a subcontracting structure. And AMC cited the policy of 
the Air Force for subcontracting and the prime contractor came in 
with a subcontracting structure which encompased these parts col- 
ored in gray here and amounted to about 26 percent of the effort in- 
volved in the production of aircraft. 
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Again, if you recall the example, we were not quite satisfied with 
this amount of subcontracting and the items involved and recom- 
mended additional items. This happens to be section 46 (midbody 
section), for example, certain sections of the wings and so forth, and 
the contractor agreed to increase his subcontracting to 46 percent. 
Now the aircraft itself looks like this as far as the subcontracting 
structure is concerned [indicating chart C], with those portions out- 
lined in gray the parts that are being subcontracted or produced, in 
fact, offsite, off the constractor’s site. 

In fact, we have one part we couldn’t color in gray, which is the sub- 
section of the wings here [indicated by black] which are also being 
produced off site. You can’t see that here, but it sits right in here at 
the fuselage. 

Now again to tie this in with small business we have selected, for 
example purposes, 2 of the price subcontractors, 2 of the major sub- 
contractors on this particular program that we are speaking of here 
as an example (chart D). 
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Arcos Corp., Pa. Alden Products, Mass. 
Microswitch Co, Ariz Acro Supply , Pa. 
Dayton AIC Prods, Fla. Van Dyke Instrument, Fla. 
John Bath Co., Mass. Toth Aircraft, Kan. 

Box Nailer Ca, Ore. Milw. Thread Rolling, Wisc. 
Standard Prods., Kans. Elec. Mach. Mfg. Co., Minn 
Brown ¢ Bigclow, Minn. Makepeace Co, Mass. 


Latches Plastic Spring Covers 
Hinges Wooden Floor Pancls 
Machined parts Ring Seals 

Formed rubber Panel Doors 

Rubber extrusions Vanes 

Forgings Instrument Castings 


These two happen to be Rohr Aircraft and Ryan, Rohr building 
the power packs and stabilizer and other parts, and Ryan building 
the section 46 and AFT fuselage. 

Rohr is subcontracting dollarwise about 21 percent of their con- 
tract to 88 small-business vendors. 

Ryan by the same token is subcontracting about 19.6 percent of their 
dollar value to approximately a hundred small-business vendors. 

Here is just an example of some of the companies involved, and, as 
you can see, the geographical dispersion is quite good. These two 
particular companies happen to be in California. There are other 
subcontractors in the business in Texas, Ohio, Illinois, and so on, how- 
ever. Major contractors, who all, in fact, are subcontracting a portion 
of their part of this procurement to small-business vendors all around 
the country. Of course, this is simply an example of some of the 
products that these companies buy from the muni tectans concerns 
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that are directly connected with them on this particular procurement 
that stems from a prime contractor. 

Also, I think it is important to note that on this particular program 
Rohr is subcontracting to 88 small-business vendors. Rohr happens 
to be in about 5 or 6 of our main aircraft programs. They have many 
hundreds of small-business vendors that are concerned with their over- 
all program, that is, in their own plant. And the same of course 
uel to Ryan and all the other subcontractors concerned with the 
particular procurement. 

Now you might ask what is the effectiveness of this program that the 
Air Force has instituted. I have here a chart (chart E) showing the 
airframe industry averages for subcontracting from 1941 through 


1955, and a forecast out through 1958. 
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Before World War IT, back in 1941, the average subcontracting 
within the prime airframe industry amounted to about 8 percent. 
During World War II, during the peak of production in World War 
II, the prime contractors were subcontracting about 40 percent of their 
effort, of the total effort required to build an airframe, to subcon- 
tractors in the industry, as I have illustrated in this example. 

Immediately following the peak procurement effort during World 
War IT, the subcontracting went down to a low of about 6 percent, in- 
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dustry-average subcontracting. And at the beginning of the Korean 
war in 1950 the airframe industry was subcontracting an average of 20 
percent. 

During the Korean war again, as the production effort increased 
among the prime contractors, they began to subcontract more, and they 
reached a peak at that time in 1953 of 35 percent, and were still going 
up as the procurement schedule went up. However, when the pro- 
curement requirements leveled off and began to be reduced, the sub- 
contracting percentage began to fall again as it did immediately fol- 
lowing World War II, so that, by 1954, relatively 6 months later, we 
were down to 28 percent, industry-average subcontracting. 

However—and we forecast this trend, here in the gray bar—about 
26 percent in 1955 and about 20 percent by 1958. Because of the 
vigorous program, however, that was instituted by the Air Force, we 
were able to maintain an average for 1955 of 30 percent subcontracting 
in the airframe industry, and with that were forecasting by 1958, be- 
cause of the procurements that we have negotiated in 1955 and the first 
part of 1956 which called for the delivery of end items in 1957 and 
1958, that is the major productive effort at that time, we have set a 
pattern or established a base, you might say, of approximately 38 per- 
cent subcontracting by the industry on an average basis for that period 
of 1958. 

If this is realized—and believe me it is a goal as well as a forecast 
this will represent an unprecedented amount of subcontracting by the 
airframe industry for any peacetime period. In fact, we are at that, 
right at this point and still going up. 

This concludes the presentation on subcontracting, gentlemen. 

Senator Smaruers. All right, Colonel; that is a good job. 

Charlie, do you have any questions? 

Mr. Noone. Yes, Mr. Chairman, I have some questions based on Mr. 
Johnson’s statement. Perhaps some of the other witnesses will want 
to respond tothem. But I will base them on Mr. Jolmnson’s statement. 

Senator Smatuers. All right, proceed. 

Mr. Noone. In your prepared statement and also in your oral pre- 
sentation you referred to the elements of the Air Force that main- 
tained small-business specialists, 18 air procurement districts, and 
the other elements; are all of those small-business specialists engaged 
full-time on small business ? 

Mr. Jonnson. In the air procurement districts, I would say that 
they are all full time, although they do have in some cases some other 
duties that are closely related to the small-business program, such as, 
for example, some of them serve on review boards, the board that 
reviews the facility capability report prior to the award of a contract. 

Some of them are voting members of the boards, some of them are 
not. In 1 or 2 of the Air Force depots, the principal duty of the 
small-business specialist is the carrying out of the small-business func- 
tions. But in 1 or 2 of those depots the volume of business does not 
justify his devoting his efforts exclusively to the small-business pro- 
gram. 

We have one for example at the Memphis Air Force Depot that is 
also assigned duties in connection with production. Generally speak- 
ing, I would say that in the Air Force depots, in the Air Materiel 
areas, and in the Air Force procurement districts, you could consider 
those full-time small-business specialists. 
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We have in addition—I have not mentioned here—we have some 
smaller offices that are really suboflices under the district offices that 
are not permanent establishments, where we have part time small- 
business specialists. 

Mr. Noone. On pages 4 and 5 of your prepared statement you 
talked about personnel and some of their problems. Speaking par- 
ticularly about problems on classifications and grades, you refer to a 
situation which you first mentioned in our hearings a year ago regard- 
ing one Air Force small-business specialist who had been down- 
graded. You state that this case has been appealed to the Civil Serv- 
ice Commission headquarters in Washington and as of this date no 
—a has been rendered on this appeal. When did you file that 
appeal ? 

ain Jounson. I can’t give you the date, but it was last summer, Mr. 
Noone. 

Mr. Noonr. So that it has been pending over a year at this time? 

Mr. JouHnson. Yes, sir. 

Mr. Noone. On page 11 of your prepared statements you refer to 
Operation Pacemaker for calendar year 1955, and you show that small 
business was rejected on preaward surveys or technical evaluations 
in procurements having a total dollar value of $7,868,000. Were those 
rejections referred to the Small Business Administration for review ? 

Mr. Jonson. All rejections on the basis of preaward survey that 
are rejections because of the proposed contractor’s financial ability or 
his ability to produce and deliver, are referred to the Small Business 
Administration before any award is made. Rejections. on the basis 
of technical evaluation are not referred to the Small Business Ad- 
ministration. 

That refers to the cases where the contract will be awarded on the 
basis of an engineering proposal, rather than on a price basis. 

Mr. Nooneg. Yes, sir. 

Mr. JoHnson. And in the cases where the proposal submitted by the 
bidder does not represent a satisfactory approach to the problem, engi- 
neering wise, those cases are not referred to the Small Business Admin- 
istration ; no. 

Mr. Noons. You refer them on questions of capacity or credit only ? 

Mr. Jounson. That is right. 

Mr. Noong. On page 19 you refer to the Aeronautical Manufac- 
turers’ Planning Report Tabulation for the quarter ending September 
1955, and state that that report indicates subcontracting rates in the 
military airframe industry from 1940 through 1955. Do we have a 
copy of that report? I don’t recall that I have seen it. 

Mr. Jounson. I believe that Colonel Armbrust can get one. 

Colonel Armprust. I can. I don’t happen to have one. However, 
my office publishes the report. 

Mr. Noonr. I would lke to have that mailed to us, if you will. 

Colonel Armprust. This is a page from the aeronautical planning 
report that Mr. Johnson was referring to, which shows subcontracting 
rates from 1940 through 1955. 

Mr. Noone. That will be fine; thanks very much. 

Colonel Armsrust. Will that suffice? 

Mr. Noone. Yes. 

(The material referred to follows :) 
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Mr. Noone. Now referring to page 33 of your statement, Mr. John- 
son, you mentioned DOD instruction 4100.20, which says that any con- 
tractor with a prime contract in excess of $1 million which offers sub- 
stantial subcontracting potential will be urged to establish and conduct 
a defense subcontract small-business program. 

The question occurred to me as to whether that qualification on the 
selection of primes might misrepresent the actual figures on subcon- 
tract opportunities going to small business. 

This clause, “which offers substantial subcontracting potential”’—do 
I understand that to mean that you do not literally attempt to establish 
subcontract programs in all companies having $1 mililon contracts but 
only those which offer substantial contracting opportunities ? 

Mr. Jounson. We have, for example, major contractors such as 
Aluminum Corporation of America. There is no subcontracting 
potential there. There are 1 or 2 others. The type of material that 
they furnish is produced almost entirely on their own premises. There 
is no subcontracting involved. 

I believe if you will give me a moment to look it up here—— 

Mr. Noone. The reason I asked the question is this: We, of course, 
are interested in the percentage of subcontract dollars going to small 
business. We had also hoped, that these statistics would give us a 
pretty good indication of the overall percentage of Air Force prime- 
contract dollars that are going to small business through subcontracts. 

But, if you are going to select the major primes on the basis of those 
that have the greatest potential for subcontracting, then we are not 
going to be able to get a realistic figure as to the percentage of Air 
Force prime-contract dollars going to small business. Don’t you 
agree, Mr. Johnson ? 

Mr. Jounson. Yes. But now, in the selection of these contractors 
that we contacted, that we requested to establish this program, we 
took every contractor that had an uninvoiced dollar balance of a 
million dollars or more. That was 239 contractors, regardless of the 
type of contracts they may have had. 

As I showed you there, we had approximately—well we have 220 
of them as of this date that have agreed in writing to establish the 
program. We have not had any replies, as yet, from the others. 

Of those that did reply, as I recall it, there were only 4 that did 
not agree to establish the program, and those 4 had contracts of the 
nature that did not involve subcontracting at all. 

What I was looking for in here, Mr. Noone, I don’t believe that 
the statement quotes the directive word for word. I believe that it 
says—here it is: “which in the opinion of the contracting officer offer 
every substantial contracting’—that is the way the directive reads, 


Mr. Noone. 

Mr. Noone. Yes. 

Now, on page 34 of your statement, you state that the contracting 
officer should also see that a small-business clause is inserted in appli- 
cable subcontracts so as to encourage major subcontractors to set up 
similar small-business programs. 

What are the criteria in determining the types of subcontracts 
which will, in turn, be exploited for small-busines subcontract oppor- 


tunities? Is it generally that they are large and involve a substantial 
dollar amount ? 
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Mr. JoHNson. I would say “yes,” plus the consideration as to 
whether or not it is the type of contract that offers subcontracting 
possibilities—further subcontracting possibilities. I might say that 
the response to that requirement, or that request, on the part of our 
large contractors has been very good. 

North American Aviation, for example, has received agreements 
from practically all of their major subcontractors to establish this 
program in their own plants; and nearly all of North American’s ma- 
jor subcontractors have accepted a change notice in their own con- 
tracts establishing a small-business program. 

Mr. Gotpen. Actually, your requirement for including the clause 
is contained in the armed services procurement regulation. 

Mr. Noone. I know. 

Mr. Gowen. I note that it says, “Insert the clause set forth below, 
for example, in fixed-price contracts exceeding $5,000.” Now there 
are certain exceptions, as, for example, in contracts to be performed 
outside the United States. 

Mr. Noone. Yes. I didn’t intend by my question to criticize what 
the Air Force is doing or what the Department of Defense is doing. 
But it does throw a different light on the data which we can expect 
to receive from the subcontracting survey. 

We cannot equate those figures with across-the-board Air Force 
procurement. Your subcontracting program is on a selective basis in 
view of that clause, directing the contracting officers to institute such 
programs in large major primes which offer suitable opportunities 
for subcontracting. 

Mr. Gotpen. I don’t know what the reason for putting that quali- 
fying language in is, but I would suspect that, in practice, it goes 
into ‘practically all of our contracts—certainly all of our production 
contracts. The probability is that somebody had in mind certain 
management type contracts where you had just the furnishing of per- 
sonnel to do a job and little or no potential, because of the nature of 
the work, for subcontracting. 

Mr. Noone. Yes. 

Mr. Goutpen. And it may be that asking a contractor in that situa- 
tion to go through a subcontracting program would not be meaningful. 

Mr. Noone. Surely, Ic an see the reason for that qualification. Now, 
my last question, Mr. Johnson, relates to your comments on the set- 
aside program on page 39 of your statement. 

You note that during the past year the Air Force has instituted 
a program authorizing unilateral action at bases where the Small 
Business Administration does not have representatives assigned. Do 
you have any statistics as to the result of that portion of the set-aside 
program ¢ 

Mr. Jonnson. No, sir; I don’t. That is a new program. Further 
than that, we are prohibited from reporting unilateral set-asides sepa- 
rately from jointly initiated set- asides. 

Mr. Noonr. So, we can expect to receive that data in one figure, 
reporting all set-asides; is that correct ? 

Mr. Jonnson. Yes, sir. 

Mr. Noone. That is all [I have, Mr. Chairman. 

Senator Smatuers, All right, that is all the witnesses we have. 
That concludes it. 
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Thank you very much, gentlemen. And may I say, Mr. Secretary, 
we are particularly happy to have you here with us this morning, sir, 
as a Texan and as a new member of this Air Force staff over there. 

I might say that, in looking over your opening statement, I very 
much appreciate your comment, “I have long believed the economic 
strength of this country is closely associated with the health of our 
small business community.” 

I am sure that you realize, having been a businessman, and that 
most all of us here realize that, if we are to continue to breed and raise 
a people who are independent and self-reliant, it is important that we 
maintain the small-business community. Otherwise, we might all 
envision the day when everybody has to work for 1 or 2 big companies 
in the United States. 

We all become faceless numbers in a long assembly line without the 
privilege of making any decisions or exercising any initiative; and, 
therefore, this job of trying to preserve small businesses becomes an 
increasingly important job, if we are to maintain this system which 
we have. Whether or not it will be maintained in many ways, as these 
people have heard me say before, depends upon the sincerity existing 
in each one of them to try to protect small business, not because they 
are trying to take money from one group and give it to another, but 
because they realize its importance to our country. 

When Mr. Johnson and the colonels and these other people who are 
in this program fully appreciate—which I am sure they do—the tre- 
mendous importance of it, then these statistics will really tell a good 
story so long as the desire of these people is to do a good job in this 
particular field. 

Thus far, I think the staff of the Small Business Committee would 
agree that basically speaking, Mr. Johnson and his people over there 
do a good job, and we just have these periodic hearings to get a com- 
pilation of the figures as to what is being done. 

But certainly you appreciate the fact that we are in touch with your 
people every day and that it is a continuing job for all of us. 

I thank all of you for coming over. I think that, like all the other 
services, you have made a fine presentation and one which is very 
helpful, and I am sure that the small-business‘community in the 
United States should be greatly encouraged by the presentation you 
have made this morning. 

Thank you very much. 

Mr. Suarp. If you don’t mind, I would just like to say—you came 
in after I made the statement—that I am a small-business man, so 
I naturally have a personal interest in this problem. I believe in it 
as you do, and I do feel that the Air Force, through no credit of mine, 
is doing an extremely fine job, and I am terribly enthusiastic about it. 

I would like also to add that we all appreciate very much the help 
and assistance of this committee from time to time. This is a fan- 
tastically large procurement program that the Air Force is involved 
in, as you well know. Every now and then we are bound to make 
some kind of a slip-up somewhere and we sometimes don’t know 
about it. We would appreciate it very much if you can give us any 
assistance along this line. 

Senator Smaruers. Well, we are always glad to get in touch with 
you, and I think your assistants are fighting the same battle in many 
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ways that we are fighting. Of course, it is so complex and so big that 
we all overlook some of these things. But, as long as that spirit is 
there to really do a good job, why, I don’t think we have too much 
to fear. 

I am happy that you, as a small-business man, appreciate the impor- 
tance of the program to the Nation. I think that speaks a great deal 
in itself. 

Now, tomorrow we are going to have the Comptroller General here, 
at 10 o’clock in this room. Thank you very much. 

(Whereupon, at 11:55 a. m., the committee adjourned, to reconvene 
at 10 a.m., Wednesday, June 27, 1956.) 
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WEDNESDAY, JUNE 27, 1956 


Unirep States SENATE, 
SELEcT COMMITTEE ON SMALL BuSsINEss, 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10: 10 a. m., in 
room 457, Senate Office Building, Senator Wayne Morse presiding. 

Present: Senator Morse. 

Also present: Charles M. Noone, special counsel; and William D. 
Amis, professional staff member. 

Senator Morse. The hearing will come to order. 

Mr. Comptroller General, my sincere apologies for keeping you 
waiting a single minute. I didn’t know I was supposed to be here, 
but I am here, and you may proceed at your pleasure. 

Mr. Campserx. Thank you, Mr. Chairman. I have a prepared 
statement. 

Senator Morse. Very well, proceed at your pleasure, sir. 


STATEMENT OF HON. JOSEPH CAMPBELL, COMPTROLLER GENERAL 
OF THE UNITED STATES; ACCOMPANIED BY ROBERT F. KELLER, 
ASSISTANT TO THE COMPTROLLER GENERAL; E. L. FISHER, 
GENERAL COUNSEL, GENERAL ACCOUNTING OFFICE; AND J. E. 


WELCH, ASSISTANT GENERAL COUNSEL, GENERAL ACCOUNTING 
OFFICE 


Mr. Campse.u. We are pleased to appear before your subcommittee 
for the purpose of discussing the procurement matters in which you 
have expressed an interest. 

The first matter concerns the use of negotiated bids under section 
2 (c) (1) of the Armed Services Procurement Act of 1947, and section 
302 (c) (1) of the Federal Property and Administrative Services Act 
of 1949. 

As you know, these statutes authorize the execution of contracts by 
the process of negotiation rather than on the basis of advertising for 
competitive bids whenever the head of the department involved de- 
termines such procedure to be necessary in the public interest during a 
period of national emergency declared by the President or the Con- 
gress. Asa result of the Korean conflict, the President declared the 
existence of a national emergency on December 16, 1950, and shortly 
thereafter the heads of the military departments issued blanket de- 
terminations to the effect that it was necessary in the public interest. to 
negotiate contracts without advertising. 
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When it became apparent that the Korean emergency no longer 
required the negotiation system of contracting, our office and your 
full committee, as well as other congressional committees, became 
concerned over the indiscriminate and continued use of the negotia- 
tion authority made possible by these blanket determinations. Our 
reasons were that the broad use of the authority was in derogation 
of the traditional, free, open, competitive, advertised method of 
making Government contracts; that, asshown by the language of the 
acts themselves and their legislative histories, the negotiation method 
of procurement was intended by the Congress to be the exception 
rather than the rule; and it was understood at the time sections 
2 (c) (1) and 302 (c) (1) were drafted that they would not be used 
to circumvent the procedural and reporting requirements of other 
subsections of the acts. Because of the interest evinced by several 
congressional committees and our office in this matter, the Defense 
Department finally decided to restrict the use of their 2 (c) (1) 
authority to four categories of cases on and after January 1, 1956. 
The change was effected by a revision to the Armed Services Procure- 
ment Regulation—section 3-201.2—which, in its present form, reads 
in part as follows: 


(a) This authority shall be used only to the extent determined by the Assist- 
ant Secretary of Defense (Supply and Logistics) to be necessary in the public 
interest, and then only in accordance with departmental procedures consistent 
with this paragraph 3-201. 

(b) With respect to procurements initiated on or after January 1, 1956, and 
for the duration of the national emergency declared pursuant to Presidential 
Proclamation 2914, dated December 16, 1950, the Assistant Secretary of Defense 
(Supply and Logistics) has determined that the following procurements only 
shall be made pursuant to the authority of section 2 (c) (1) of the act: 

(i) Procurements made pursuant to labor surplus and disaster area pro- 
grams. Set-asides shall be negotiated in accordance with procedures set 
forth in ASPR 3-219. 


(ii) Procurements made in keeping with the small-business programs. 
Set-asides shall be negotiated in accordance with procedures set forth in 
DOD Directive 4100.9, dated November 14, 1955, subject: Relationship with 
the Small Business Administration. 

(iii) Nonperishable subsistence (pending resolution of the recommenda- 
tion on this subject contained in the report of the Commission on Organi- 
zation of the Executive Branch of the Government, subject “Food and 
Clothing” ). 

(iw) Procurements for research and development for $100,000 or less. 

We are extremely gratified that the broad determinations made by 
the Secretaries of the armed services 6 years ago have now been re- 
viewed and restricted in the light of present-day procurement condi- 
tions and that, in fact, the authority of the service Secretaries to 
proceed on their own responsibility to determine the extent to which 
the 2 (c) (1) authority may be used has now been transferred to one 
official, the Assistant Secretary of Defense (Supply and Logistics). 

During this session of Congress, the House Committee on Armed 
Services conducted an inquiry into the military procurement proce- 
dures under the Armed Services Procurement Act. Because of the 
extensive use of the 2 (c) (1) exception both in dollar amount and 
number of contracts—I refer to House Report No. 1688—bill H. R. 
8710 was introduced in the House. Among other things, this bill 
would permit the negotiation of contracts under section 2 (c) (1) 
only during a period of national emergency declared by the Congress 
and, with regard to contracts in furtherance of small business and 
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labor surplus or major disaster-area programs, which in the past have 
been negotiated under 2 (c) (1), would specifically authorize the 
negotiation of such contracts under section 2 (c) (17). H. R. 8710 
pi assed the House on Februar y 20, 1956, and was referred to the Senate 
Committee on Armed Services February 21, 1956, where we under- 
stand it is now pending. 

We have no independent information in our office as to whether the 
curtailment of the authority to negotiate Government contracts will 
benefit small business or will have an adverse impact on small-business 
participation in Gavernment procurement. 

An interesting and, we think, serious phase of this negotiation prob- 
lem involves the procedure used by the military departments in the 
exercise of their negotiation authority. It is a matter of public record 
that the departments sought to justify their requests for such author- 
ity and the Congress granted the authority on the basis that, actually, 
negotiation would be as advantageous to the Government as advertis- 
ing, if not more so, because it would permit individual bargaining 
with the interested concerns. 

Thus, for example, in discussing the subject at the hearings held 
July 1, 1947, the then Assistant Secretary of the Navy stated—and 
I quote: 


* * * instead of having to be virtually compelled to accept the lowest responsi- 
ble bid, we were free to negotiate with the 1 or 2 lowest bidders with a view to 
securing from them a reduced and more advantageous price. 


To the same effect is the following statement appearing on page 6 
of House Report No. 109, 80th Congress, on H. R. 1366, which became 


the Armed Services Procurement Act of 1947: 


Procurement by negotiation as practiced by the services and industry consists 
of first securing informal quotations from as many sources as practicable, usually 
accompanied by breakdowns of elements of cost. Separate negotiations then 
usually begin with the lower bidders, in order to reduce the price by eliminating 
unnecessary or unjustified charges. When the best possible agreement has been 
reached, an appropriate contract is awarded the successful firm. Experience 
has shown that by careful negotiation and by drafting a suitable contract it is 
frequently possible to secure substantial savings for the Government, Negotia- 
tion, properly employed, can promote and intensify competition. 


As late as January 11, 1956, the Assistant Secretary of the Army 
for Logistics made these statements before the House Committee on 
Armed | Services: 


A negotiated contract is competitive procurement by any means other than 
formal advertising and differs from formal advertising in that discussions with 
potential suppliers may take place up until the moment that a contract is signed. 
The absence of the rigidity present in formal advertising permits proper pro- 
curement of military-type items through the normal business practice of talking 
out on a buyer-seller basis all of the variables and complexities present in the 
purchase of a highly specialized or technical military item. It permits us to 
take advantage of seasonal or other short-time market advantages. 

In many cases, proposals are sought in writing from as many suppliers as 
would be solicited under the formal advertising procedure. I have in mind one 
case where we solicited 75 suppliers for a contract to produce an ammunition 
round. Lower prices can be achieved through diligent competitive negotiation 
effort on the part of the contracting officer after he has received initial proposals. 
This bargaining is conducted with complete fairness to all suppliers wh» sub- 
mitted an offer and provides the opportunity to obtain prices lower thai: those 
initially received. This, of course, cannot be done under the formally advertised 
procedure. The point I want to emphasize, and emphasize strongly, is that 
competition exists in our negotiated procurements. 


80745—56——-15 
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It came to our attention during the last year that, apparently, com- 
petitive negotiations are not in fact conducted by all branches of the 
military in the execution of many of their so-called negotiated con- 
tracts. The regulations which set forth the policies and practices of 
the Navy for the conduct of negotiations which are to result in fixed- 
price types of contracts (designated as NPD-3-002.1) provide that, 
where the negotiator is satisfied from the proposal submitted that 
there has been adequate competition and that the low price or prices 
are reasonable, award should be made without further negotiation as 
to price to that responsible firm submitting the proposal which is most 
advantageous to the Government. The regulations further provide 
that “In such eases it is the policy of the Navy not to attempt to reduce 
the initial quotation by further negotiation”; that “Whenever nego- 
tiations are conducted with more than one firm there shall be a strict 
avoidance of ‘auction’ techniques”; that “No information regarding 
the number or identity of the firms participating in the negotiations 
shall be made available to anyone whose official duties do not require 
such knowledge”; and that “Furthermore, no indication shall be made 
to any firm of a price which must be met to obtain further considera- 
tion.” 

In a letter addressed to us February 16, 1956, by the Deputy Assist- 
ant Secretary of Defense for Supply and Logistics, in response to our 
letter of January 5, 1956, to the Secretary of Defense, questioning the 
propriety of the Navy Regulations, the Deputy Assistant Secretary 
advised that it had been determined tentatively to adopt the Navy 
procedure “for DOD-wide use.” He explained the Defense Depart- 
ment’s position with the following statement: 

Pricing techniques to support negotiation cannot be identical for all trans- 
actions, but must be tailored to the requirements of each kind of situation. Our 
experience has established the belief that, whatever may be the particular prob- 
lem, we must find a way to cause the potential contractor to provide his best quo- 
tation. We believe that this can best be accomplished if he is not assured that 
there will be further individual bargaining. If so assured, he will, without ques- 
tion, present his quotation in such a way as to include a contingency allowance for 
negotiation purposes. In the latter instance, we can never be certain that the 
bargaining will result in removing such allowances. It must be pointed out 
that if the contracting officer believes that the lowest quotation which he has 
received is not reasonable, the Government has kept open its option to “bargain” 
to obtain reasonable pricing. 

This shows beyond doubt that, even though a contract is being let 

ursuant to the authority to negotiate, the Defense Department’s aim 
is to induce the potential contractor to submit his best price at the 
outset as a basis for not negotiating with the interested bidders. Fur- 
ther, the Department admittedly feels that this objective must be 
achieved by conducting procurements in such a way as to assure poten- 
tial contractors that there will be no negotiations conducted. Consid- 
ering these facts with the further fact that, in those cases where the 
prices quoted pursuant to requests for proposals are deemed reason- 
able, the applicable regulations require the award to be made without 
further negotiation as to price, it is a fair assumption that a large 
number of the contracts entered into by the military establishments 
under their authority to negotiate are executed without any actual 
negotiation or individual bargaining. This situation concerns us 
considerably but, because we legally cannot take issue with the Depart- 
ment’s position that negotiation can be “any method of procurement 
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other than formal advertising,” and also because we recognize the 
practical and equitable considerations which would be involved in 
attempting to require a procedure which could have as its logical 
end result the establishment of an auction-type system of contracting 
based upon playing one bidder’s price against another’s, we feel that 
this problem would have to be carefully studied before we would be 
justified in raising any further question regarding it. Of course, too, 
the Defense Department has savienid us that the present procedures 
have been adopted only on a tentative basis pending the development 
of price negotiation policies and practices. 

The second area in which your subcommittee has indicated an inter- 
est is the procedure taken both by our office and the procuring agency 
upon receipt of a timely protest filed by an unsuccessful bidder to an 
apparent illegal award or proposed award, to assure a remedy for 
such bidder in the event our opinion should sustain the protest. 

We know from experience that there are two sides to these protest 
cases and that, as a general proposition, we would not be justified in 
proceeding on the assumption that the contracting agency was or 
would be in error in taking the action protested against. Sh@uld we 
do so and it later developed after consideration of both sides of the 
controversy that the protest was invalid, we could find ourselves in the 
position of having unnecessarily delayed the award of a contract for 
urgently needed materials or services or having subjected the Govern- 
ment to a suit for damages for breach of contract. Consequently, even 
where the protesting bidder promptly presents us with a prima facie 
case, we do not feel that it would be proper at that point to direct the 
withholding of the award or the issuance of a stop order if the award 
has already been made. 

Immediately upon receipt of such a protest, however, we analyze it, 
and, if the circumstances appear to warrant, contact the contracting 
agency by telephone, advise the agency of the protest, and inform it 
of the possible consequences of making an award, or permitting per- 
formance if the award has been made, pending final consideration of 
the protest. At the same time, we address a letter to the head of the 
agency formally requesting a report, including a full statement of 
facts and the pertinent contract documents. These development let- 
ters generally conclude with the statement that the requested report 
should be expedited so as to minimize the consequences of possible can- 
cellation in the event an award has been made or it should be deter- 
mined that the administrative action was in error. Except in cases 
involving the Department of the Army, as I shall explain later, if the 
report is not forthcoming after 3 weeks have elapsed, we follow up our 
original request by a second letter or telephone call. The same proce- 
dure is repeated each 30 days thereafter until the report is received. 

With regard to Department of the Army bid-protest cases, in a letter 
dated August 26, 1955, the Assistant Secretary of the Army for Logis- 
tics advised us, in effect, that, while the Department of the Army is 
anxious to supply data requested by our office as expeditiously as pos- 
sible, a period of 30 days is usually required for the Department to 
reply to our requests for reports because of the necessity for obtaining 
detailed information and files from its field activities, and that a 
followup procedure not taking this fact into consideration would be 
premature and would place an additional administrative burden on 
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the Department. By letter dated September 9, 1955, we replied to the 
effect that we would be glad to charge our followup procedure on a 
trial basis to accord with the facts and assurances contained in the 
Assistant Secretary’s letter. This change was made and up to the 
present time, at least, we have observed no justifiable basis for com- 
plaining that it has had any adverse effect on the necessary develop- 
ment of our cases. 

In certain instances, in addition to requesting an administrative 
report, we make an independent investigation of the facts alleged by 
the protesting bidder or reported by the contracting agency. Also, 
where we are not entirely satisfied with the findings administratively 
reported and in cases where the protesting bidder requests an oppor- 
tunity to consider and rebut such findings, we make the administrative 
report available to the protestant for that purpose. On occasion, this 
practice has enabled us to arrive at a more satisfactory solution to the 
problem presented than would have been possible on the basis of the 
administrative report originally submitted. 

We have no first-hand information as to the procedures employed 
by the*’arious administrative agencies upon receiving notice of a bid 
protest. However, since our ability to take or direct corrective action 
can be rendered ineffective by a delay in furnishing us with the neces- 
sary administrative report until after the contract has been awarded 
and substantially performed, we have missed no opportunity over the 
years to impress upon the contracting agencies the necessity for expe- 
ditious action in furnishing their reports. Likewise, we have at- 
tempted to emphasize the necessity of promptly submitting for our 
consideration and decision doubtful cases where it is likely that a 
protest has been filed directly with the agency rather than with our 
office. 

Your subcommittee has asked what problems are encountered .by 
small-business companies as a result of such practices as inadequate 
bid specifications or the use of “or equal” specifications, unrealistic 
delivery schedules, and emergency and sole-source procurements. 
Nothing has come to our attention which would indicate that these 
problems are encountered by small business to any greater degree 
than by big business. We believe it would be correct to say, also, that, 
while individual cases presenting different phases of these and similar 
problems come before our office from time to time, they do not involve 
practices as such. Consider the matter of inadequate and “or equal” 
specifications. We have held many times that specifications may not 
be unduly restrictive and should be adequately drawn so as to permit 
free and open competition. In addition, we have held consistently 
that invitations for bids and the advertised specifications should reflect 
the needs of the Government so far as possible without reference to any 
particular manufacturer and that the naming of a particular make of 
article, even with the qualifying words “or equal,” should be avoided 
when it is possible to describe the needs of the Government with sutfli- 
cient clarity to apprise prospective bidders of what 1s required. The 
contracting agencies are familiar with these decisions and we believe 
they are generally doing a conscientious job in attempting to meet the 
rules laid down by them. For example, section 1-305.1 of the Armed 
Services Procurement Regulation specifically provides that: 


“Inadequate specifications : Whenever a specification is found to be inadequate, 
immediate action shall be taken to effect the issuance of an amendment or a 
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revision in accordance with established procedures to obviate the necessity for 
repeated departures from the specification.” 


Similarly, section 2-201 (d) of the ASPR provides: 


¢d) Availability and Identification of Specifications: Invitations for bids 
shall describe the supplies or services to be procured in sufficient detail to per- 
mit full and free competition. Each invitation for bids shall fully identify, for 
each item included therein, all applicable drawings, plans, and specifications, or 
shall contain, for each item, a description adequately specifying all the essential 
requirements. When an item cannot be adequately described because of its 
technically involved construction or composition the name of one, and if pos- 
sible, several commercial products may be included as part of the required 
description followed by the words “or equal” to assure full and free competition 
and to assure that bidding will not be limited to the particular make or makes 
specified. Where bids are invited on an item to be supplied in accordance with 
drawings, plans or specifications, the invitation for bids will: 

(i) so far as practicable, be accompanied by all applicable drawings, 
plans, and specifications and shall so state that fact ; 

(ii) state the exact locations where all applicable drawings, plans, and 
specifications may be obtained by prospective bidders and that such draw- 
ings, plans, and specifications were not furnished with the invitation for 
bids ; or 


(iii) when distribution of applicable drawings, plans, and specifications 
with the invitation for bids, or upon request, is impracticable, state a 
reasonable number of locations at which the applicable drawings, plans, and 
specifications may be examined. 

Your subcommittee has stated that you would be particularly inter- 
ested in receiving any recommendations we might wish to make re- 
garding existing policies and procedures for small-business participa- 
tion in Government procurement. 

As you know, however, the primary function of the General Ac- 
counting Office is to see that expenditures from public funds are made 
only in the furtherance of governmental activities authorized by the 
Congress and in accordance with the requirements and limitations of 
applicable laws, regulations, and decisions. This does not ordinarily 
lend itself to obtaining information which would furnish a basis for 
evaluating the policies and procedures of programs which are estab- 
lished for the benefit of special groups, such as the small-business pro- 
curement program. 

You will recall that when our representatives appeared here last 
year we were asked by the then acting chairman of your full commit- 
tee to supply the committee with periodic reports on the work our 
office would continue to do in the field of procurement. We promptly 
made arrangements to comply with this request. As a result, we have 
furnished you copies of all our decisions and reports on procurement 
matters not of a classified or confidential nature. As your full com- 
mittee has thus been kept abreast of our activities regarding procure- 
ment during this past year, I believe it would be unnecessarily repeti- 
tious and time-consuming to attempt to discuss them in detail at this 
time. 

As an example of our more important decisions involving procure- 
ment, however, it would not be inappropriate to mention the General 
Services Administration meltinla-eeenida case which your committee 
was instrumental in having us look into as a result of complaints 
received by the committee from a number of small-business concerns 
which objected to the open-end optional system of general-schedule 
contracting then being employed by GSA in some large areas of pro- 
curement. After our original decision of March 21, 1955, B—121926, 
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holding that certain types of these general-schedule contracts were 
unenforcible, the Administrator of Genera] Services Administration 
requested reconsideration of the entire matter. This led to a number 
of conferences between representatives of GSA and our office. As a 
result, an understanding was reached which we believe will go far 
toward avoidance of the deficiencies previously existing in the general- 
schedule system of contracting and the attainment of more satisfactory 
and improved purchasing practices. A full explanation of our views 
in this regard may be found in our final decision on the problem dated 
February 7, 1956, a copy of which was furnished the chairman of your 
full committee on that date. 
(The correspondence referred to follows :) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, February 7, 1956. 
Hon. JOHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate. 

Dear Mr. CHAIRMAN : Further reference is made to your letter of June 24, 1955, 
relative to complaints received by your committee regarding procurement policies 
and procedures of the Department of Defense and the General Services Admin- 
istration. 

There is enclosed a copy of our decision of today to the Administrator of 
General Services regarding the contracting procedures of his agency. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, February 7, 1956. 
Hon. EpMunpD F. MANSURE, 
Administrator, General Services Administration. 

DEAR Mr. MANSURE: Reference is made to your letter of May 13, 1955, request- 
ing further consideration of our letter of March 21, 1955, B-121926, to the 
chairman, Select Committee on Small Business, United States Senate, a copy 
of which was furnished you with our letter of the same date. The legality of 
certain purported contracts which were effected by multiple awards was dis- 
cussed and it was concluded that, on the basis of the principles outlined, the 
multiplicity of awards is in itself wholly inconsistent with the existence of any 
obligation of the Government to any individual contractor and that such contracts 
are accordingly unenforcible. 

In addition to the foregoing, you request further consideration of our decision 
of April 12, 1955, B—122682, to you, wherein it was held that, for the reasons 
stated in the letter of March 21, 1955, Remington Rand, Inc., was not obligated 
under contract No. GS—03s-13221 to furnish the office equipment described under 
item 54-M-180 at the prices specified in the bid. 

Regarding the decision of March 21, 1955, B—121926, you concur in the legal 
eonclusion that such entirely optional contracts are not contracts in the strict 
legal sense. You disagree, however, with the conclusion that the negotiation of 
such “continuing offers” is not within the statutory powers or authority of 
your agency, if determined to be advantageous to the Government in terms of 
economy, efficiency, or service, and contend that there is no violation of appli- 
cable advertising statutes where an executive agency orders from a GSA con- 
tractor under an entirely optional contract and the amount of the order is within 
the open-market limitation prescribed by law. 

There can be no argument as to the propriety of unadvertised open market 
purchases by any executive agency when the amount involved is within the limit 
prescribed by section 3709, Revised Statutes, or section 302 (c) (3) of the Federal 
Property and Administrative Services Act of 1949, where applicable—provided, 
of course, known needs of the agency in excess of the applicable limitation are 
not deliberately divided into smaller units so as to avoid the intent of the statutes. 
The authority of the executive agencies to make such purchases, however, ap- 
pears to be entirely independent of and unrelated to the existence of optional 





GOVERNMENT PROCUREMENT——1956 225 


“contracts” or “continuing offers” of the type under discussion. As clearly 
shown by the authorities cited in our decision, and apparently conceded by you, 
there is no consideration to support the agreement of such “contractors” to 
accept orders at the prices quoted, and they may therefore withdraw or change 
their “continuing offers” at will. Assuming that an order placed by a Govern- 
ment agency prior to notice of withdrawal would effect a binding contract, 
such “continuing offers” would be in no way different from an offer obtained by 
the purchasing agency from any other supplier, which would also become a bind- 
ing contract upon acceptance. However, in view of the authority vested in you by 
section 201 (a) of the Federal Property and Administrative Services Act (63 Stat, 
383), to “prescribe policies and methods of procurement and supply of personal 
property and nonpersonal services,” the continuation of such “contracts” on an 
optional basis, subject to a limitation of orders thereunder to authorized open 
market limitations, as outlined in paragraph c of your proposal No. 2, would 
appear to be unobjectionable, The limitation applicable to such orders should be 
indicated in the form of agreement used in these cases and in your instructions 
to the agencies concerning their use. 

It is understood in this connection that, after consideration of the various al- 
ternative methods of supply for the purchase of automobile and machinery parts 
and for rental, repair and maintenance of office machines, your agency has con- 
cluded that the use of the optional schedule for these two categories of items or 
supplies cannot be dispensed with without resulting in substantial additional 
procurement and administrative costs occasioned by the necessity of then having 
to enter into numerous individual contracts, many of which would provide for 
higher prices. On this basis, we would not object to purchases in excess of the 
open-market limitation under these two types of optional schedules where such 
purchases are reasonably justifiable as being more advantageous to the 
Government, 

The action proposed in paragraphs a and b of proposal No. 2 will, of course, 
be entirely proper concerning contracts for supplies, subject to the views here- 
after stated regarding multiple awards, 

Nothing in the decisions referred to was intended to indicate that optional use 
by an agency of a contract mandatory upon some other agency or agencies was 
improper. Any consideration sufficient to support the contractor’s obligation to 
furnish all the requirements of one agency would clearly support also any addi- 

tional obligations assumed by the contractor to accept orders from other agencies, 
and we not only have never questioned the propriety of any nonmandatory pur- 
chase under a valid general supply contract, but have endorsed such are 
as in the interest of economy and good administration. (See 21 Comp. Gen, 105.3 

Concerning the matter of multiple awards, you state that the legal implica- 
tions involved in such contracts have been recognized by your agency, but that 
they have been employed for more than 30 years as the most practicable method 
of supplying the Government’s needs in certain circumstances. As a general 
rule, you state that multiple awards are made when necessary to meet the Gov- 
ernment’s requirements for one or more of the following reasons. 

“1. When no single supplier can furnish the total requirements, 

“2. In order to obtain the most effective utilization of industry production and 
distribution facilities, including industry technical advice and service. 

“3. When there is a need for a variety of selection in order to accomplish or 
produce required end results. 

“4. When there is a lack of or there are inadequate specifications or st: indards 
to permit full competition.” 

The first condition presents no serious legal difficulty, it having always been 
recognized that in the event no single bidder offers to furnish a sufficient quan- 
tity of a desired article to meet the Government's needs awards may be made 
te the low bidders successively, for the quantities offered by them, respectively, 
until the required total is reached. In order to avoid the situation dealt with 
in the case of Willard, Sutherland € Co. v. United States (262 U. S. 489), it 
would seem that contracts awarded in this situation should clearly limit the 
obligation of the Government, in the case of other than the lowest bidder, to 
order only its requirements in excess of the quantity available from lower 
bidders. 

There would remain the practical difficulty of allocating purchases among the 
several contractors, and it is realized that in many instances it may be virtually 
impossible to keep adequate central records to insure against some purchases 
being made from higher priced contractors before the available lower priced 
supply had been exhausted. We would therefore require in such circumstances 
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only such limitations on purchasing authority as could be reasonably expected 
to be feasible from the administrative standpoint, with such supervision as could 
be exercised by the supply service to maintain overall purchases as nearly as 
possible in accordance with the proper apportionment. 

The second ground stated for multiple awards appears to be cast in such broad 
and general terms as to afford a rather inadequate guide in practical application, 
and to be readily subject to misinterpretation and abuse. It would seem that it 
could properly apply to situations in which the geographical area of the Govern- 
ment’s need and of the contractor’s facilities constitutes a factor material to 
the service of the best interests of the Government, and awards of several in- 
dividual contracts, for each different area, would undoubtedly be permissible. 

It is understood, however, that the principal items falling within this cate- 
gory are tires and electric light bulbs, and that the patterns of distribution and 
service facilities in those fields are not adapted to division of awards on a geo- 
graphical basis. It is also understood that the principal suppliers in those 
fields generally quote identical prices, which, in the tire field, are more favorable 
to the Government than to any other class of customers except the three largest 
automobile producers, and that any of the smaller producers which might be will- 
ing to undertake to compete pricewise would be unable to supply more than a 
small part of the Government’s needs, and would be so lacking in distribution 
facilities as to be unable in most cases to offer the rapid delivery service neces- 
sary to avoid storage and warehousing by Government agencies. 

In these circumstances, the advantages of the existing system in the fields 
mentioned are readily apparent, but the legal difficulties are not overcome by the 
desirability of the end in view. To the extent that individual purchases of such 
items fall within the applicable open market limitations—which no doubt is the 
ease in a great majority of instances—the comments concerning optional con- 
tracts are applicable, and continuation of the use of the supply schedule for 
such purchases does not appear to be subject to objection, even though it be con- 
ceded that the undertakings of the suppliers may not be enforceable. 

With respect to larger purchases, in view of the peculiar circumstances and 
with the understanding that your agency will continue the efforts already in 
progress, along the lines mentioned in your proposal 1b, to develop forms and 
procedures of procurement in these fields which will meet the legal difficulties 
of which you are fully aware, we will, pending further developments, raise no 
objections to procurements under the current system. 

The third of the grounds stated by you in justification of multiple awards 
raises most squarely and unavoidably the question of mutuality of obligation. 
We can perceive of no sound basis upon which the validity of a contract to 
furnish the Government’s needs or requirements for a particular article can be 
supported when there is in effect simultaneously another contract purporting 
to cover the same needs. The use of the supply schedule may be made manda- 
tory upon any or all agencies of the executive branch of the Government but, 
if the schedule contains more than one source for a single catalog item, there can 
obviously be no obligation to any one of the several suppliers. 

As to this type of mandatory multiple-award contract, you state that such 
contracts usually cover items of equipment, supplies, and systems which are 
described in broad categorical terms, such as typewriters, adding machines, filing 
and accounting systems, etc., which are produced or furnished by several sup- 
pliers; that as each item of equipment, supply, or system differs among the 
several manufacturers in varying degrees in design, construction, method of 
operation and performance, each supplier offers to furnish the Government with 
its own paricular brand of items meeting the overall requirements. On this 
basis, you suggest that each such contract is a “sole source” contract for the 
particular product offered. You state further that the Federal supply schedule 
contract for office equipment with Remington-Rand, Inc., which was the subject 
of our decision of April 12, 1955, B—122682, was a mandatory-type contract in 
that each agency requiring a Remington-Rand produced item was required to 
obtain such item from that supplier, who in turn was obligated to furnish the 
agency with all such items required under the terms of the contract. Similar 
eontracts are said to be made for typewriters, filing and accounting systems, 
offset-duplicating plates, drugs, medicines, laboratory and industrial chemicals, 
special laboratory apparatus and supplies, etc. 7 

It is realized that the complexity and variety of operations now carried on by 
the executive agencies of the Government necessarily produce a wide variety 
of needs, and that items adequate for the needs of some, or even a majority, 
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of agencies may be inadequate for others. However, the use of broad general 
specifications and multiple awards under the same specifications to afford “a 
variety of selection in order to accomplish or produce required end results” may 
not only produce the legal consequence that the awards do not effect binding con- 
tracts, but tend to weaken, if not defeat, the established rule that Government 
purchases must be made from the lowest responsible bidder, on specifications so 
drawn as to state the minimum, or at most the reasonable, needs of the pur- 
chasing agency. Where needs differ, they should ordinarily be met by differing 
specifications, else there will inevitably result a waste of funds through the pur- 
chase of articles suitable for needs in excess of those actually existing, at corre- 
spondingly higher prices. An example of this has recently been called to the 
attention of your regional director in New York by letter dated August 29, 1955, 
from our regional audit manager in New York who found that purchases of three 
items of drafting-room and office supplies, class 53, part 1, over a 4-month period, 
in the aggregate amount of approximately $240,000, had been made under 
multiple-award listings, at a cost approximately $67,000 in excess of that which 
would have been incurred if all purchases had been made at the lowest prices 
available. The percentages of purchases made at the lowest prices under each 
of the three schedules were 5.5, 0, and 0.1. It was not suggested that all pur- 
chases should have been made at the lowest prices but the percentages appear to 
be significant. 

Our Division of Audits has estimated that during the fiscal year 1954 purchases 
of multiple-award items under the supply schedule aggregated approximately 
$186 million, or 68 percent of all purchases from the supply schedule. It seems 
probable that the use of such multiple awards is costing the Government con- 
siderably more than would a stricter adherence to the basic formula of award to 
the lowest bidder. There appear to be adequate exceptions in the law to provide 
the latitude necessary to meet bona fide requirements not covered by standard 
specifications, and we believe that such requirements should be more generally 
treated as exceptions, rather than provided for by specifications and contracts 
drawn to meet needs in excess of the ordinary, but available equally for ordinary 
purchases to meet less exacting requirements. 

The duties and responsibilities of standardizing and cataloging specifications 
and purchasing common-use items for the executive agencies are vested by law 
in your agency, and we have ho desire to interfere with the full and free exercise 
by you of the administrative discretion necessarily involved in performing those 
functions. At the same time, we have no doubt that your purchasing and pro- 
curement functions are limited by the contracting procedures specifically pre- 
scribed in title III of the Federal Property and Administrative Services Act of 
1949. Concluding, as we do, that multiple awards of contracts under the same 
specifications, under such conditions as leave the Government under no binding 
obligation to purchase from any individual contractor even if it has need for 
articles covered by the specifications, do not constitute binding contracts, we 
cannot avoid the further conclusion that purchases under such defective awards 
do not meet the statutory requirements either for advertised or for negotiated 
contracts. 

So far as validity of consideration is concerned, we have no difficulty with the 
proposition that a contract between the Government and a manufacturer of some 
type of equipment which is to a substantial degree proprietary or in material 
respects different in function, operation, and design from other equipment of the 
same general character or purpose, under which the manufacturer agrees to 
furnish, and the Government agrees to purchase, all the needs of the Govern- 
ment during a specified period for the particular articles produced by the manu- 
facturer, would be valid and enforceable. Our difficulty with the Remington- 
Rand contract involved in the decision of April 12, 1955, is that in form and con- 
tent it is more readily subject to the interpretation that the Government is 
obligated to purchase under the contract all its requirements of articles of the 
general character described in the specifications. Since an identical contract 
was made with Underwood Corp. under the same general specifications for its 
line of equipment, we are forced to conclude that, as to any particular require- 
ment which might be met equally by an Underwood item or a Remington-Rand 
item, either the Government is not bound under either contract, or is bound by 
both, so that an order under one automatically constitutes a breach of the other. 

We understand however, that the multiplicity and complexity of equipment 
offered by various manufacturers, such as in the office equipment field, is so 
great, and the differences in performance characteristics so difficult of appraisal, 
as to require an expert survey to determine which individual machine or line 
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is best adapted to meet the requirements of the Government in any particular 
situation. In these circumstances, we agree with the conclusion of your agency 
that the drafting of specifications sufficiently detailed to differentiate between 
the various items and lines is impossible from a practical standpoint, and that 
the only feasible way of fully providing for the needs of all Government agencies 
through the supply schedule is to negotiate a separate contract for each manu- 
facturer’s equipment. If such contracts are so drafted as to make it clear that 
the Government’s obligation to each contractor is to purchase under the contract 
such of the products of the particular make as may be required during the period 
of the contract, we believe that such “sole source’”’ contracts would be valid and 
proper, even though other contracts should be contemporaneously in effect for 
other equipment of the same general type. It should also be made clear both 
to the contractors and to the purchasing agencies that the choice between similar 
items of the several lines would be made by the Government on the basis of 
administrative determination as to the one best suited to the particular needs 
of the agency. The agencies should be put on notice by appropriate provision 
in each schedule that where the requirements in any instance could be substan- 
tially met by more than one make of equipment the choice should be governed by 
price, and that they should be prepared to furnish proper justification for any 
purchases made of such equipment at other than the lowest price available. 
Also we feel that, for the purpose of obtaining full and free competition for 
the Government as required, bidders should be advised of this instruction in 
connection with each invitation. 

Except as otherwise indicated herein, the proposals outlined in your letter 
as to action to be taken by your agency are approved, and we shall be glad to 
confer and cooperate with your representatives in the consideration of such 
modifications of forms and procedures as may be proposed. We feel that the 
conferences held between representatives of our respective offices concerning 
these questions have been most helpful from our standpoint in assisting us to 
a better understanding of the practical aspects of the problems involved. 

Obviously the questions involved are too numerous and complex to be solved 
by prescribing any uniform rule or formula, but we believe that continuing review 
of the application of basic legal principles and statutory mandates to the varying 
aspects of the problems which have been touched on here will result in the avoid- 
ance of many difficulties and the attainment of more satisfactory purchasing 
practices. 

With respect to current supply schedule contracts of the several classes under 
discussion, we will for the present take no exception to purchases made in 
accordance with existing procedures, unless other grounds than those discussed 
may be found in particular instances. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


Mr. Camppety. As an example of the procurement cases handled by 
our office this last year, we might mention one which, because of its 
subject matter, should be of interest to your subcommittee. It re- 
sulted from an investigation of the award of a contract by the Philadel- 
phia district, Corps of Engineers, Department of the Army. During 
the investigation it was learned that one-third of the procurement 
in question had been set aside under the Small Business Act of 1953 
for small-business concerns; that a contract for this quantity had been 
negotiated with a concern represented to be a small business; and that 
all of the equipment covered by both contracts was being manufac- 
tured by the large business concern which obtained the contract for 
the portion of the procurement not set aside. To qualify as a small 
business for the set-aside portion, the second contractor had stated 
in its bid and in the contract that it was a manufacturer and that it 
and its affiliates employed less than 500 persons. However, it did not 
have a manufacturing plant and facilities or an organization to 
operate under such facilities except through other corporations. In 

at regard, it appears that the contractor is or was affiliated with 
three other companies or corporations and, when the contract was 
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being negotiated, the contractor and these affiliates had more than 
900 employees. If, as appears to be the case, neither the contractor 
nor the manufacturer of the equipment was a small-business concern, 
the purposes of the Small Business Act were not furthered by this 
procurement despite the fact that the payments under the 2 contracts 
exceeded by more than $9,600 the amount of the ‘lowest bid for the 
entire quantity. We brought this matter to the attention of the Ad- 
ministrator of the Small Business Administration and the Secretary 
of the Army under date of April 16, 1956. . 

To best apprise the subcommittee of the nature of our more recent 
objectives and accomplishments in the discharge of our audit function, 
I believe it would be appropriate to invite attention to Senate Report 
No. 1572, which was prepared by the Senate Committee on Govern- 
ment Operations and is entitled “Review of Audit Reports of the 
Comptroller General.” Illustrative of our audit findings and recom- 
mendations in the field of procurement are those beginning on page 57 
of the report concerning the Department of the Army. The recom- 
mendations referred to were ncaa’ in a summary report prepared 
by our office and submitted to the Secretary of Defense in April 1955. 
In a letter dated September 19, 1955, the Deputy Secretary of Defense 
submitted comments on these recommendations, stating in part that: 

The summary report prepared by your office is one of the most comprehensive 
procurement studies that has been reviewed by this office. It is believed that 


studies such as this afford the greatest opportunity to contribute to the improve- 
ment of our procurement policies and procedures. 


Our accounting systems personnel also become concerned from time 
to time with matters which affect procurement. For example, they 
have recently been working with the Ordnance Corps of the Army in 
the development and installation of an improved financial control 
system. Such system involves the integration of programing, budget- 
ing, accounting, and reporting so as to provide management with in- 
formation on the basis of which procurement activities can be more 
effectively scheduled, accomplished, and measured. The initial ef- 
forts in this connection have been in the ammunition procurement 
area and we have been advised that the new system will become opera- 
tive July 1, 1956. The extension of the system to other areas of pro- 
curement is scheduled for fiscal year 1957. 

In conclusion, I wish to assure you that the General Accounting 
Office stands ready at all times to cooperate with and assist your 
subcommittee and its staff. 

Senator Morsr. Mr. Comptroller General, I wish to make this 
comment for the record. I have observed that in working with the 
Senate we frequently get into the habit of concerning ourselves with 
the negative side of ovecnedi. We don’t always give considera- 
tion to the positive and affirmative acts of public service. Now, it is 
with no stretch of flattery that I want to say to you that, in my judg. 
ment, there isn’t a single agency in the Government today with whic 
I am familiar which is doing such a complete job of carrying out its 
statutory obligations, as your department. 

I have heard this discussed so many times in the cloakrooms of the 
Senate that I thought it might do your heart a little good to know 
that there is a recognition in Congress of the great public service you 
are performing. 
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You call the shots as you see them, and, when you find that Con- 
gress may be wrong on something, you don’t hesitate to say so. 

When the Government departments are wrong you don’t hesitate to 
say so, in light of your statutory responsibilities. 

I want to take advantage of this opportunity as one Senator to 
thank you for that quality of public service, for it is only to the 
extent that each one of us in this Government of ours carries out this 
independence of judgment in light of our statutory obligations that 
we are going to have good and honest government. 

I think you are doing a great deal in giving us honest government, 
and I want to thank you for your cooperation in the past. I want to 
thank you for this statement that you have made today, and I want 
row to call upon counsel to ask whatever questions he may have for 
you. 

Mr. Campsety. Thank you, Mr. Chairman. 

Mr. Noone. Mr. Campbell, in discussing the negotiation authority 
and specifically the procedures adopted by the Navy, you state: 

We legally cannot take issue with the department’s position that negotiations 
can be any method of procurement other than formal advertising. 

For what reason, or on what basis do you feel that you do not have 
legal authority to question that position? I would think from your 
own statement of your jurisdiction and responsibility that it would 
fall within the purview of your authority to question that use of the 
negotiating authority. 

Mr. Fisuer. May I answer that? 

Mr. Noone. Surely. 

Mr. Fisuer. Well, we think that when you have given the agencies 
authority to negotiate, no further strings attached, that they can 
negotiate with one person. They don’t have to negotiate with 3 or 
10. There is no requirement in the law whatever as to just how far 
they should go, and if they want to ignore everybody except a favorite 
yerson, even, they can go out and negotiate with him, and we don’t 
ot whether they get a good price or whether they don’t. 

But, so long as they have that authority, even if they get 12 bids, 
we have ruled early in the game they can accept the highest bid under 
their authority to negotiate. 

Mr. Noone. You feel that there is no conflict between that exercise 
of the authority and the provisions of the Armed Services Procure- 
ment Act of 1947? 

Mr. Fisuer. No conflict between what? 

Mr. Noone. No conflicts, that they are not exceeding the limits of 
their authority under the Procurement Act in negotiating in that 
fashion ? 

Mr. Fisuer. No; we don’t think so. Of course, we have urged that 
the Congress do something about this emergency that was declared 
in 1950, because we don’t think they need it. But, so long as that 
is an emergency situation, they can negotiate under this authority. 

Senator Morse. Your point is that it is up to Congress now to change 
the existing statute with regard to the emergency authority that has 
been granted to some of these procurement agencies / 

Mr. Fisuer. We don’t think the President is going to rescind the 
emergency measure, and in this bill that Congressman Vinsen took 
up early in February he proposed to change the Armed Services Pro- 
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curement Act so that the emergency had to be declared by Congress 
only, which would take this authority away from them if it 
passes the Senate and is approved. 

Mr. Noone. Do you feel that the Vinson bill (H. R. 8710) would 
be helpful in the exercise of your responsibilities ? 

Mr. Fisuer. I think it has some good features, and, of course, we 
have sponsored that particular part of it and recommended it for 
years. 

Senator Morse. Have we called the attention of the Armed Services 
Committee to the position that has been taken by the Comptroller 
General’s Office with regard to that bill ? 

Mr. Noone. I don’t believe that we as the committee have done 
that. 

Senator Morse. I think we should. 

Mr. Fisuer. We testified before that House committee and made 
a report to them. They are fully aware of our position on that. 

Senator Morse. Without any commitment of our committee at the 
present time, in view of the fact the bill is still pending before the 
Armed Services Committee, I think we in our executive session ought 
to consider forthwith whether or not we should send a communication 
to the Armed Services Committee pointing out that the bill is still 
before the committee, the time is short between now and adjourn- 
ment, and that we find upon further examination that this bill will 
help in solving the problems. And I think we should urge the Armed 
Services Committee to take action. 

Mr. Noone. I will follow through on that, Mr. Chairman. 


(Following is the subsequent exchange of correspondence between 
Senator Sparkman, chairman of the Senate Small Business Com- 
mittee, and Senator Russell, chairman of the Senate Committee on 
Armed Services :) 


Unrrep STATES SENATE, 
SELECT COMMITTEE ON SMALL BUSINESS, 
July 20, 1956. 
Hon. RicH arp B. RUSSELL, 
Chairman, Senate Committee on Armed Services, 
Senate Office Building, Washington, D. C. 


DEAR Mr. CHAIRMAN: H. R. 8710, a bill to amend the Armed Services Procure- 
ment Act of 1947, passed the House on February 20, 1956, and was referred to 
the Senate Committee on Armed Services on February 21, 1956. It is my under- 
standing that your committee has not taken any action to date on H. R. 8710. 

The Senate Small Business Committee has had a continuing interest in this 
bill. It has long been our position that small business fares better under the 
advertised, competitive bidding procurement process than it does under the 
negotiated process. It is clear that in enacting the Armed Services Procure- 
ment Act of 1947, it was the intent of Congress that the advertised, com- 
petitive method should be followed generally, and that the authority to negotiate 
should be used only in exceptional cases specified in the law. By virtue of the 
Presidential proclamation of December 16, 1950, the military departments 
adopted the negotiated method of procurement in the vast majority of their 
purchase actions. Even after the cessation of hostilities in Korea on July 27, 
1953, however, negotiated procurement continued to be the rule in the Depart- 
ment of Defense. The military departments continued to use the authority of 
section 2 (c) (1) of the act, citing the President’s declaration of the Korean 
emergency as the basis for their continued use of negotiated procurement. 

I am informed that effective January 1, 1956, the Department of Defense re- 
stricted the use of the negotiating authority among its purchasing activities, and 
required the filing of reports within the military departments to justify its use 
on individual procurement actions. 





232 GOVERNMENT PROCUREMENT—1956 


I believe the points stated by the House Committee on Armed Services in 
reporting H. R. 8710 are well taken, that the invocation of emergency powers 
under the Armed Services Procurement Act should be after the declaration of an 
emergency by the Congress rather than the President, and that the military 
departments should be required to comply with the provisions of the act calling 
for reports to the Congress on the use of the negotiation authority. Only by 
such means will we in the Congress and on the Small Business Committee be in 
a position to judge accurately whether the military departments are using the 
negotiation authority to the detriment of small business. 

There has been a recent development in military procurement which further 
underscores the need for the enactment of H. R. 8710. In testimony before our 
Government Procurement Subcommittee on June 27, the Comptroller General 
referred to the use of the negotiation authority by the Department of Defense 
and concluded that “a large number of the contracts entered into by the military 
establishments under their authority to negotiate are executed without any 
actual negotiation or bargaining.” If this be true, then the need for closer con- 
gressional supervision of military procurement operations is evident, and the 
speedy enactment of H. R. 8710 would give Congress the means to accomplish 
this supervision. I am enclosing a copy of the Comptroller General's full state- 
ment of June 27 for the use of your committee. 

Time does not permit my polling the entire membership of the Small Business 
Committee as to its views on H. R. 8710, but the full membership of our Govern- 
ment Procurement Subcommittee joins me in urging early action by your com- 
mittee on the bill. The membership of the Government Procurement Subcom- 
mittee consists of Senator Smathers, chairman, and Senators Long, Morse, 
Thye, and Duff. We feel strongly that a favorable report from your committee 
on H. R. 8710 and its early enactment into law would strengthen the hand of the 
Congress and of this committee in assuring small business an equitable oppor- 
tunity in its efforts to receive a fair proportion of Government purchases and 
contracts, as intended by the Congress. 

With best wishes and kind personal regards, 

Sincerely yours, 
JOHN SPARKMAN, Chairman. 


UNITED STATES SENATE, 
COMMITTEE ON ARMED SERVICES, 
July 27, 1956. 
Hon. JoHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate, Washington, D. C. 

DEAR Mr. CHAIRMAN: Permit me to acknowledge and thank you for your letter 
advising of the interest of the Select Committee on Small Business in H. R. 
8710, a bill to amend the Armed Services Procurement Act of 1947. 

My understanding is that the procurement procedures now in effect within 
the Department of Defense are exactly the same as would be required by the 
provisions of H. R. 8710. Moreover, the provisions of this measure providing 
permanent substantive authority for the award of contracts in the so-called 
labor surplus areas and in connection with major disaster programs involve many 
difficult questions, including that of committee jurisdiction. For these reasons, 
and also because of the volume of other important measures requiring committee 
action, H. R. 8710 was not scheduled for committee consideration. 

With best wishes, I am 

Sincerely, 


Dick RUSSELL, Chairman. 

Mr. Wetcu. May I add something with reference to the statement 
that we legally can’t question negotiated contracts ? 

Mr. Noone. Yes. 

Mr. Wetcu. That means simply that we couldn’t cause a contract 
to be canceled because it was negotiated in what we thought was an 
improper manner. But it doesn’t mean that we couldn’t protest the 
manner in which the contract was negotiated to the Department, or 


even report it to Congress, and we do take such action where we run 
into flagrant cases. 


Mr. Noone. Certainly. 
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Mr. Campbell, you also referred to a situation involving a Corps of 
Engineers contract, where a company purporting to be a small com- 
pany received a contract under a set-aside. 

Mr. Camrse.y. That is up in Philadelphia? 

Senator Morse. The Philadelphia case. 

Mr. Noone. Yes. In the opinion of your Department, was that 
contractor purporting to be a small-business man, in violation of law 
in bidding in the fashion he did and in claiming to be a small-business 
company ¢ 

Mr. Campsety. Yes, sir; the contractor claimed to be a small-busi- 
ness man and, therefore, qualified to bid for that contract. 

Mr. Noone. Yes. But do you feel under the facts of this case that 
he was in violation of law or could be properly prosecuted by the 
Government ? 

Mr. Camesety. I will let Mr. Fisher answer that. 

Mr. Fisuer. As we said in the statement here, we have called that 
to the attention of the Small Business Administration and the Depart- 
ment of Defense. The Small Business Administration has responded 
but, of course, they were not a party to the transaction but [ think 
they were inclined to agree with us, that that doesn’t help the Small 
Business Act out. 

We have asked the Department of Defense for a report, and we have 
not heard from them yet. We have a feeling that in their so-called 
preaward survey they didn’t do a very good job to find out the size 
of this outfit. 

We are going to give consideration to reporting it to the Depart- 
ment of Justice, when we hear from the Department of Defense. But 
we have to see just how much Defense participated in this and knew 
about it before we know whether we have a case of misrepresentation. 

Senator Morse. Counsel, there is a question I wanted to ask. 

Let’s assume now—speaking only of a hypothetical case—let’s as- 
sume that in a hypothetical case you make the report to the Small 
Business Administration and make the report to the defense depart- 
ment concerned. Their replies come back and in your opinion they 
are not satisfactory. Then your procedure is to lay the matter before 
the Department of Justice for such course of action under the law as 
it has power to take. Now, in some instances does the Department of 
Justice then proceed even though the defense agency involved is op- 
posed to the taking of action? Does the Department of Justice pro- 
ceed then on the basis of the case that you have presented through 
your office ? 

Mr. FisHer. This is a rather unusual case, Mr. Chairman. But I 
don’t have any doubt in my own mind but that they would proceed 
if they are satisfied that this was a deliberate misrepresentation to the 
Government to get business from the Government. 

There are statutes under which they could be prosecuted, and I have 
no doubt but that they would proceed under those statutes. 

Senator Morse. Who would have the authority to set aside the con- 
tract by this action, this proceeding? Or would the contractor have 
the right to go ahead and complete his contract? 

Mr. Fisuer. We could do that. The trouble is, in a situation like 
this, maybe the contractor would complete it before we would find out 
about it. 

Senator Morse. Go ahead, Mr. Noone. 
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Mr. Noone. Mr. Fisher, would you keep us informed of develop- 
ments on that case? 

Mr. Fisuer. I certainly shall. 

Mr. Noonr. We shall appreciate it. 

You, no doubt, know about the subcontracting clause that the De- 
partment of Defense inserts in all its supply contracts in excess of 
$5,000. The clause provides in substance that the contractor agrees 
to subcontract to the maximum practicable extent consistent with the 
performance of the contract. 

In your opinion, does that clause add any weight to the contract or 
in any way change the normal contractor relationship? Does it, 
fact, give the procuring agency any authority to control the aoe 
tracting structure of the contractor ? 

Mr. FisHer. I wouldn’t think it would give them too much authority 
to control it. That is designed, I think, to help small business. 

Mr. Noone. Yes. 

Mr. Fisuer. So that more of these prime contracts will be channeled 
into small business. 

To the extent to which the armed services control subcontracting, 
that would seem to me to be governed by the market, the subcontract- 
ing market, the size of it. If it is a very restricted market, they could 
control it very much. If it is an open market, they couldn’t do much 
about it. 

Mr. Camppe.ti. Counsel, do I understand that question to mean 
that you were concerned whether it affects the control, the adequacy of 
the contract, or the operation of the contract ? 

Mr. Noone. No, not quite that, Mr. Campbell. The defense agen- 
cies have continually referred to that subcontracting clause as evidence 
of the spirit in which they are proceeding in behalf of small business, 
and in some instances have inferred, at least, that it gave them added 
authority in controlling their contractors to ‘the extent that they sub- 
contracted in the first place, and in the second place subcontracted to 
small business wherever possible. There has been a question in my 
mind as to whether or not it did give them any added authority or was 
simply a matter of persuasion, and the final decision was still in the 
hands of the contractor. But, I think Mr. Fisher has answered it. 

Mr. Camppetu. Yes, I think he answered it. 

Mr. Noone. I know that representatives of your office have been in 
attendance at the hearings that we have been holding with the sepa- 

rate agencies of the exec utive branch on their small-business programs, 
Do you have any observations or comments 

Did you see anything out of order in any of the presentations made 
by those agencies on their small-business programs that would fall 
within the purview of your responsibilities ? 

Mr. Wetcu. I could answer that. I was here at most of the hear- 
ings that you have conducted, and I did not observe any irregularities 
or misstatements or improper procedures referred to by the parties 
appearing here. 

Mr. Noone. That is all I have, Mr. Chairman. 

Senator Morse. I want to thank you very much, gentlemen. I ap- 
preciate your coming. 


(Whereupon, at 10: m., the subcommittee adjourned. ) 
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Appenpix I 


DEPARTMENT OF DEFENSE 


Part 1. MILITARY PRIME CONTRACTS WITH SMALL BUSINESS AND OTHER 
CONTRACTORS, JULY-DECEMBER 1955 


AWARDS IN THE SMALL BUSINESS POTENTIAL 


In July 1955 the Department of Defense established a uniform procedure for 
determining and designating categories of military procurement for which small 
businesses are potential sources, and began assembly of data to provide an anal- 
ysis of awards of procurement actions of $10,000 or more in the small business 
potential. 

Since it is not practicable to secure individual reports on each of the millions 
of procurement actions of less than $10,000 each, for purposes of this report it 
is assumed that all actions of less than $10,000 are in the small business potential. 
(This assumption is not strictly correct. The effect of making it is to overstate 
the potential and understate the percentage share of the potential awarded to 
small business. ) 

The small-business potential, in addition to all procurement actions of less than 
$10,000, includes all other procurements except those for which no small-business 
source is known to exist and procurements which, for reasons peculiar to the 
particular precurement, such as patent rights, secret processes, large quantities, 
short delivery schedules or mobilization base considerations cannot be placed 
with small-business concerns. 

The charts and tables which follow analyze military procurement from business 
firms for work in the United States in the 6-month period from July through 
December 1955, showing the net value of procurement in the small-business 
potential, and showing the factors which resulted in the award of some of the 
small-business potential to large business firms. 

The first chart shows that, in the 6-month period, out of a net total of $6,978 
million in procurement from business firms, $2,300 million, or 33.1 percent was 
in the small-business potential. 

Of the total of $2,300 million in the potential, $1,275 million or 59.9 percent was 
awarded to small business. 

The potential ranged from 12.5 percent of the Air Force total and 30.6 percent 
of the Navy total to about 67 percent of total procurement by Army and Armed 
Services Petroleum Purchasing Agency. This of course refiects the predominance 
of aircraft and other heavy equipment in Air Force and Navy procurement, and, 
in Army procurement, the larger proportion of items that small business can 
supply, such as clothing, equipage, subsistence, building supplies, and other 
items that do not require large manufacturing establishments. 

The second chart analyzes the reasons why small firms failed to obtain awards 
of $10,000 or more which were in the small-business potential and on which small 
business was invited to bid. These actions of $10,000 or more represented 77 
percent of the total small-business potential. 

About 58 percent of the potential over $10,000 was awarded to small firms. 
This ratio for all services was approximately 2 percent less than the small- 
business percentage of the total potential. 

On procurement representing 5.8 percent of the potential, small business had 
an opportunity to bid but did not submit a bid. 

On procurement representing 34.9 percent of the potential, small business sub- 
mitted bids or proposals but lost the award to large business competition because 
the small-business bid was not low. 


oF 
wore 


80745—56——_16 





936 GOVERNMENT PROCUREMENT—1956 


On procurement representing 1.1 percent of the potential, small business sub- 
mitted bids which were not accepted because the bids were not responsive, in 
that they did not conform to specifications or other stipulated requirements of 
the procurement. 

On procurement representing 0.5 percent of the potential, small-business bids 
were rejected because a preaward survey of the bidder’s facilities indicated that 
the bidder did not have the capability to perform the contract. 

These data are shown in detail for each military department and the Armed 
Services Petroleum Purchasing Agency in the charts on pages 2 and 3 and the 
tables which follow. It will be noted that there is a substantial variation in the 
proportion of total of procurement which is within the small-business potential, 
depending upon the types of commodities or services being purchased by the 
several procuring agencies, 
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rasL_E 1.—AU military prime contracts ’*—N 


et value of procurement actions, by 


category and department, July to December 1955 


{Amounts in thousands] 


Procurement action category Total 


TE kincmatic bicbanmmeeaemmmeed $7, 778, 112 


For work outside United States_-..- ose 611, 518 
ntr agovernmental ._. . 
otal with business firms for work in the 
United States __ 


6, 966, 870 | 
537, 831. 
6, 429, 039 


Actions of less than $10,000 
Actions of $10,000 or more _._._-- 


small-business potential] *___. 


537, 831 
1, 770, 500 


4, 658, 539 


Actions of less than $10,000- - _- 
Actions of $10,000 or more 


Nonpotential 4 
W ith small-business firms--_-_-....-.._-- -| 1,382,759 
Actions of less than $10,000. - -- 


Actions of $10,000 or more 1, 021, 685 


th large business firms. 5, 584, il 


176, 787 


5, 407, 354 


Actions of less than $10,000... - 
Actions of $10,000 or more 


mnall-business share: 
Percent of small-business potential _ - - --- 59.9 
Pereent of total with business firms-- 19.8 


For definitions and coverage, see notes on coverage. 
7 Armed Services Petroleum Purchasing Ageney. 
Includes all procurement actions of less than $10,000, 
iescribed in footnote 4 below. 


* Includes items requiring a firm to have 500 or more employees to supply it in normal practicable « 


194, 724 | 


"361, 074 


a Navy Air Force |ASPPA! 


$1, 746,795 | $ 25, 5 $3, 322, 263 
253, 87: 110, 73 , 570 
73, 7, 68% 3, 167 
1, 419, 


286, 3 
1, 132, 707 


465, 


646, 6 


199, O82 
447, 608 


772, : 365 dé : 2, 925, 374 


87, 266 46, 232 40, 992 
685, 099 , 312, 489 2, 884, 382 


67.8 
45.6 


and all other procurement actions except those 


laine 


tities; procurement in emergency situations requiring schedules that cannot be met by a small firm; pro- 
irement placed with a large firm in order to maintain it as part of the mobilization base: and procure ment 


! proprietary items. 


TaBLE 2.—Military prime contracts in the small-business 


if procurement actions of $10,000 or more, 
» December 1956 


ential!—Net values 
} . > - Ih li t J } 
by category and by department, July 


{Amounts in thousands] 


Procurement action category 


VALUE 


Small-business potential, 
$10,000 or more ! 


actions of 
soe $1, 770, 500 


‘warded to small-business firms 


1, 021, 685 
Not awarded to small-business firms 


748, S15 | 
Small-business did not bid 
Small-business bid was not low 


Small-business bid was not responsive 
small-business bid rejected after survey 


PERCENTAGE DISTRIBUTION 


Small-business potential, 
$10,000 or more !__--- 


actions of 


warded to small-business firms 
Not awarded to small-business firms 


Small business did not bid 
Small-business bid was not low-__- 
Small-business bid was not responsive 
SmalJ-business bid rejected after survey | 


For definitions, see footnotes to table 1. 


447, 608 
219, O44 
42. 630 
169, 330 
2, 892 
5, 092 


oo | 
| 





Line | 


Data on reasons for small-business failure to obtain potential 


“wards are not available for procurement actions of less than $10,000. 


Armed Services Petroleum Purchasing Agency. 
Less than 0.05 percent. 
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Tas_e 3.—Military prime contracts with business firms for work in the United 


States ’*—Value of new procurement, cancellations, and nei value, by depart- 
ment, July to December 1955 


[Amounts in thousands] 


ST nial ie 
Procurement action category Total ‘avy ASPPA*! 


New procurement (debit actions) total_| $8,037,601 | $1, 647, 946 $2, 007. 006 | $3,753,169 | $629, 480 


Small business firms.......................-- 1, 414, 229 665, 261 413, 680 243, 487 91, 801 
ee Ee aa eet 1, 593,326 | 3, 509, 682 537, 679 


Small-business percentage .6 4 : 20.6 | 6.5) 


14.6 


Cancellations (credit actions) total 1,070,731 | 228, 891 239, 889 | 591,643 | 10, 308 


Small business firms__- 31, 470 18, 571 5, 284 7, 335 
Large business firms 1, 039, 261 210, 320 234, 605 584, 308 


Net value 6, 966, 8 1,419,055 | 1, 767,117 | 3,161,526 


Small business firms 1, 382, 759 646, 690 408, 396 236, 152 
Large business firms 5, 584, 111 | 72, 365 1, 358, 721 2, 925, 374 


7 


Small-business percentage 19.8 45. 6 | 23.1 


1 For definitions and coverage, see notes on coverage. 
2 Armed Services Petroleum Purchasing Agency. 
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TABLE 5.—AIll military prime contracts '—Net value of procurement actions. by 
category and by fiscal year, July 1950 to December 1955 


{Amounts in millions] 


Fiscal | Fiscal | Fiscal | Fiscal Fiscal July to 
Procurement action category Total year year year | year year Decem- 
| 1951 | 1952 1993 1954 1955 ber 1955 


Total o ....---| $145,664 | 2 $32, 649 2 $43, 569 | ? $31,812 | ? $13,279 | 2? $16, 582 $7, 773 


For work outside United States | 8, 63% 762| 1, 319 3, 8 | 1, 2 1,111 611 
Intragovernmental ; 3, 56 , 064 | 57: : 541 | 195 


Total with business firms for i. } 
work in the United States | 133,472 | 230,823 | 241,482 | 227,822) 2 


7, 066 | 


With small-business firms._| 25, 609 6, 436 | 


Actions of less than | 

$10,000_____ ee) e | @ 
Actions of $10,000 or | 

more__. Deal 


2, 455 
| 


With large business firms _- 211, 716 
Actions of less than 
$10,000... | | : 385 
Actions of $10,000 or | 
more eed 





Small-business share: 
Percent of small-business | 
potential 
Percent of total with busi- 
ness firms_ : 9, 20.9 217.0 | 216.6 | 
| 


! For definitions and coverage, see notes on coverage. 

2 Revised. 

3 Not available. 

NOTES ON COVERAGE 

Coverage 

This report includes prime contracts executed by the military departments and 
procurement agencies of the Department of Defense, to obtain supplies, services, 
or construction. All new prime contracts are included, regardless of the amount; 
debit or credit changes in contracts are included only if they involve $10,000 or 
more. The reports submitted by the departments as of the dates specified in this 
report are intended to include all contracts and amending actions executed up to 
that date, insofar as practicable. In practice, there is some lag in contract report- 
ing, and some contracts may be unavoidably omitted from the statistical reports 
for the month in which they were approved. 


Prime contracts 


Prime contracts are defined as contractual instruments which obligate funds 
to obtain supplies, services, or construction. (An amendment to a prime’con- 
tract may deobligate funds.) New or superseding definitive contracts, purchase 
orders, and the funded portion of preliminary contractual instruments, such as 
letters of intent and letter contracts, are included in this report. Contracts awhich 
do not obligate a firm total dollar amount, or do not specify a fixed quantity, such 
as open-end, indefinite quantity, or term contracts, are not included in this report ; 
however, job orders, task orders, delivery orders, or any other orders against such 
contracts are included. 


Procurement action 


“Procurement action” as used in this report refers to an action which officially 
awards, amends, or otherwise officially changes a prime contract. A procure- 
ment action thus may be a new prime contract, or a debit or credit change in a 
contract, such as an amendment, supplemental agreement, change order, can- 
cellation, or termination that changes the total amount of funds obligated. 


Intragovernmental purchases 


Intragovernmental purchases include (a) Interdepartmental purchases, made 
from or through agencies of Government other than the Department of Defense, 
and (b) interservice purchases, which are orders placed by one military technical 
service, bureau, or command, against open-end or indefinite quantity contracts 
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executed by other military technical services, bureaus or commands, or by a joint 
purchasing agency. (Requisitions or other means of transferring supplies within 
or between military departments are not included in this report, because they do 
not increase or decrease the total obligations of the Department of Defense.) 


Debit and credit actions 


The term “new procurement” is used to refer to the sum of debit procurement 
actions, i. e., all new contracts plus contract changes that increase the amount 
of obligations by $10,000 or more. The term “cancellations” is used to refer to 
the sum of credit procurement actions, i. e., contract modifications, that decrease 
the amount of obligations by $10,000 or more. The term “net procurement” is 
used to refer to the net change in the amount of obligations resulting from the 
debit and credit procurement actions recorded during the period, as defined above. 


Location of work 


Current reports from all three military departments provide information as 
to contracts under which the work is to be performed within the United States and 
its Territories, and those under which the work will be done outside the United 
States. The location of work is the place where the item is to be manufactured, 
assembled, or otherwise supplied by the prime contractor, the place where the 
service is to be performed, or the site where construction is to take place. 

The data on location of work for periods prior to fiscal year 1954 are not 
precisely comparable. For fiscal years 1951 and 1952, the available reports for the 
Department of Defense as a whole provide information on contracts awarded 
by procurement offices located in the continental United States. Most but not all 
of those contracts are for work to be done in the United States, and separate data 
are not available on the volume of work to be done in Territories of the United 
States. Data for these years therefore are roughly but not exactly comparable to 
current reports which show contracts for work to be done within the United 
States, and its Territories. 

Available reports for fiscal year 1953 include data on contracts awarded by pro- 
curement offices located in the United States for work to be done within continen- 
tal United States. These data for fiscal year 1953 therefore differ from those for 
fiscal years 1954 and 1955 in that data on awards for work to be done in the Terri- 
tories are not included in the United States figures. 


Business firms 


Included in the data on awards to business firms are data on awards to com- 
panies, individuals, partnerships, educational institutions, and nonprofit organ- 
izations with which the military departments have contracts for work perform- 
ance within the United States, including its Territories and possessions. Small- 
business firms are concerns which, including their subsidiaries and affiliates, em- 
ploy fewer than 500 persons. It is noted that the small-business data, like all 
other data included in this report, refer only to prime contracts awarded by the 
military. departments, and do not reflect any subcontract work done for other 
military contractors. 

The ratio of small-business contracts to total prime contract awards is subject 
to wide fluctuation and figures for any short period of time are not necessarily 
representative. The percentage depends mainly on the types of commodities 
being procured in that particular period. When procurement of soft goods and 
easy-to-make items is a large part of the total, the small-business percentage 
will be high. When aircraft, tanks, trucks, or other heavy items are purchased 
in large volume, the small-business percentage will be relatively low. 


Armed Services Petroleum Purchasing Agency. 


This Agency is abbreviated to ASPPA throughout this report. ASPPA con- 
tracts for virtually all the petroleum used by the military departments. 

Beginning with July 1955 (fiscal year 1956) the ASPPA reports total petroleum 
procurement, and the departments have discontinued reporting petroleum pur- 
chases. ASPPA figures show total petroleum procurement, including the petro- 
leum storage and transportation services which ASPPA contracts for. 


Comparison with fiscal reports 


There are certain differences between the coverage of this report on the value 
of military prime contract awards, and that of the fiscal reports of the Depart- 
ment of Defense which include certain data on obligations of funds for procure- 
ment and construction. One difference is that the reports on contract awards 
do not include funds obligated by project orders issued to military-owned and 
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military-operated establishments, such as navy yards, unless and until the funds 
of this type are used to finance contracts with private business firms or with other 
Government agencies. Another significant difference is that this report includes 
contracts for services, whereas the fiscal data on obligations for procurement and 
construction do not include obligations for service contracts. 


Part 2. MiniraAry Prime Contracts WitH SMALL Busrness, Fiscat Year 1955 
SUMMARY 


TasLE 1.—AlIl military prime contracts, net value of procurement actions by 
category and by department, fiscal year 1955 


[Amounts in millions] 


| 
Category Total | Army | Navy | air Force | ASPPAs 


All contracts $16, 404 $5, 238 | $4, 210 $6. 507 


For work outside United States and Terri- 
tories 

Intragovernmental Sire ch ciabed 

With business firms, for work in 
United States and Territories é 


164 


1 For coverage, see “Definitions and coverage.” 
2 Armed Services Petroleum Purchasing Agency. 


NET VALUE OF MILITARY PRIME CONTRACTS 
WITH BUSINESS FIRMS FOR WORK IN THE UNITED STATES 


PERCENT AWARDED TO SMALL BUSINESS 


VALVE AWARDED 0 SMALL BUSI SS AND OTHER FIRMS 


SMALL BUSINESS 


ZN! 
Plot itd Rasen han abaeil si aur 
J-S O-D JM A-vV JS OD JM Av JS O-D UM AV JS O-D JM AV 
FY 5) FY 1952 FY 1953 FY 954 
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rant ® 2.—-AN military prime contracts ’—Net value of procurement actions by 


; 


cate 


sory, by department, and by fiscal year, July 1950 to June 1955 


{Amounts In millions} 


Category 


, 128 $32, 611 $43, 335 
3, 529 | 15, 672 20, 101 
3, 513 | 7, 689 10 f 

, 702 &. RRO 12, 31 
2, 384 | 


, 021 
Army od : 5, 339 
Navy 4 ‘ oie | 738 
Air Force ‘ s ‘ ‘ | , 713 | 
Pio, 4 ia ; aoe 231 


Intragovernmental saa 3, 365 


With business firms for work 
UE, Ge nes enesencnaqnsec-sansenns | 
46,660 | 14, 631 
31, 524 | 7, O82 
46, 405 | 702 | 
2,153 | 370 | 


24,223 | 6, 436 
| 14, 228 | 

6, 442 | 

3, 298 | 
255 


| Percent | Percent 
Smal]-business percentage, total._....... 19.1 20.9 | 
| 


I tt ammcineniniainnnt 30.5 | 29.8 | 
POON, wotcds cera } 20.4 | 16.9 | 
Air Force so ae need 7.1 9.9 

11.8 | 5.1 | 


? During fiscal years 1951 and 1952, contracts outside United 
by contracting offices outside the United States. For this? 

the United States during these 2 years. Beginning with fis 
include contracts placed for work performance outside the U: 
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TABLE 3.—All military prime contracts *—Net value of procurement actions by 
category, by department, and by quarter, fiscal year 1955 


[Amounts in millions] 


July to 








October to | January to| April t 


























Category Total September | December March June 1955 
| 1954 1954 1955 

Total | $16, 404 $3, 271 $3, 367 $3, 516 $6, 254 
SS aah ania teal an 1, 047 1, 091 | 983 2, 117 
OOO opidcens | 4, 210 951 1, 285 871 1, 103 
| See eee 6, 507 1, 061 953 1, 471 3, 022 
ASPPA 2.. 449 212 38 191 4 

= ee — = = = —— = = = —— — 
For work outside United States and Terri- | 
tories_- 1,111 142 | 170 | 242 557 
nieces libations i ee one 
I a Sa ieee thsi a mie | 697 | 70 126 | 95 | 40+ 
Be dws n neni ds j 124 —12 7 74 | 55 
AS See cee 199 | 26 30 | 45 wm 
ASPPA 2____. egw sweated -| 91 | 58 7 | 2 | —2 
Intragovernmental - - -_---- : | 541 | 108 lll 152 170 
Army_..------ : oe ee 239 | 44 50 71 | 74 
NN adit iii tein naebit iia al ae 164 34 | 18 | 48 | 4 
BE? POUGR.. .<ose<ecess 138 30 43 | 33 32 
RE io need eReb ices SH ooe 0 | 0 | 0 | 0 ) 
With business firms for work in the United 

i ee 14, 752 | 3, 021 3, 086 | 3, 122 | 5, 523 
PR Sas atetaes 3 4, 302 | 933 915 817 1, 687 
NT 1 ee. Su . ; 3, 922 929 | 1, 260 749 | JS4 
Air Force____ 6,170 | 1,005 | 880 1, 393 2, 892 
ASPPA?_____. 358 | 154 | 31 163 10 
With small-business firms. .-.........-.----- 3, 214 527 695 739 1, 253 
EE OS AE DEE, EE TD be 1, 834 | 304 | 391 410 729 
__ eae palma ch dilate wot 750 | 136 187 | 145 282 
Rich Shieh <noap died otn code 576 | 7 110 | 149 | 239 
be ean asab bp cnnear alraece ~I 9 7 35 5 

Percent Percent Percent Percent Percent 
Small-business percentage, total. é 21.8 17.4 22. 5 | 23.7 | 22.7 
a | - a ao ene aoe 
ie. os... | 426 32.5 42.8 50. 2 44.5 
I bith asinine loadin | 19.1 14.6 14.9 19. 4 | 2.7 
Air Force_...--- smiailibidia' 9.3 7.8 12.5 | 10. 7 8.3 

Pied een nttt-w nist cipceaty 15.1 | 5.9 22.3 21.6 | 3) 


1 For coverage, see ‘‘ Definitions and coverage.” 
2 Armed Services Petroleum Purchasing Agency. 
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TABLE 4.—Military prime contracts with business firms for work in the United 
States,’ net value of advertised and negotiated contracts, by category and by 
fiscal year, July 1950 to June 1955 


{Amounts in millions] 





Category and type of procurement | Total | Fiscal year! Fiscal year Fiscal 
| 1991 1992 


Petel.x..s- secs ill $126, 742 $30, 785 $41, 248 


Advertised: 
Amount. ._-- a 15, 463 3, 7: 4,479 
Percent. ; - 12.2 2. 10.9 
Negotiated: 
a SS eee ae 27, 065 36, 769 
Percent_- clea 87.8 87.9 89. 1 


With small business, total_........-- 24, 223 6, 436 7, 064 


Advertised: 
a eee no 9, 030 | 1, 799 | 2, 545 
Percent... sliced : 37.3 28.0 36.0 
Negotiated: | 
Amount... a 15, 193 | 4, 637 4, 519 
Percent_- 72.0 4.0 


Small business percentages: 
Percent of total 
Percent of advertised total _-_- 58. 4 | 
Percent of negotiated total___-__- 13.7 | 








} For coverage, see Definitions and coverage.” 


TABLE 5.—All military prime contracts,’ net value of procurement actions by 
category, by type of procurement and by department, fiscal year 1955 


{Amounts in millions] 


Total Army Navy Air Force ASPPA? 


Category and type of 
procurement 


Value | Per $ Valwei| ®er-:| Value Per-| Value | Per- Value! Per- 
cent cent cent 
$16, 404 


For work outside United States, | 


total , . a 1,111 


Advertised ............ (3) 
Negotiated. wads (3) 


Intragovernmental, total_ 541 
Interdepartmental - - _- 314 96 
Interservice - _--- a 227 143 


‘ith business firms for work in 
United States _- 14,752 | 100.0 4,302 |100.0 


36. } 
2,718 | 63. 


Advertised 3 2,386 | 16.4 1, 584 
Negotiated. ; 12, 366 | &3.8 


With small business for work in 
United States -__- -- 3, 21. 1,834 | 42.6 


Advertised = we ‘ 999 | 23. 
Negotiated sasuan 6 835 
th large business for work in 

United States -_- a 78. 2, 468 
Advertised __ __- eS SR5 6. 585 | 13.6 
Negotiated _- a 10, 653 | 72. 1,883 | 43. 


For coverage, see ‘‘ Definitions and coverage.” 
* Armed Services Petroleum Purchasing Agency. 
Not available. 
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TasL_e 6.—AIU military prime contracts,’ number of procurement actions by 
category, by type.of procurement, and by department, fiscal year 1955 


| 
























































Total Army | Navy | Air Force ASPPA 
Category and type of pro- |__._ | a sili on nesteissihinpatnomnne 
curement 
Number| Per- Number| P er- | Number r| Per- | Number Per- |Num-| Pe “ 
cent | cent | | cent | | | cent | ber | cen 
——————— ena i—— | — | a j |_| 
‘Serr -|4, 047, 863) 1, 939, 433) ow | 847, 838 _.|1, 259, 130] —_—— | 1, 453)....- 
For work outside United | a, , r | ‘| 7 ; —eT? 
States, total__---- ---| 266, = saline | 123, 709)...-.. 32, 645/.....- 109, 915 ..| 138 — 
Advertised......-- ..| @ (2) : ee | 1,276 20......) 2. 
Negotiated 3._......-..-]| (2) i” | @) aa 31, 369 | 109, 886) ; 136 
Intragovernmental, total... 461, 966) __. ad 254, 035} - .- cs | "65, 300 ‘142, 631) ct | 7 0 om 
_—_— nena ——_—— 
Interdepartmental...-.| 302, 185 Tam, Behe cna 45, 203\_. 84, 817 x ic 
Interservice.......-.- 159, 781 } 81,870 20, 097 57, 7, 814 ad -| 0) 
With business firms for | 
work in United States__..|3, 319, 490) 100. 0/1, 561, 689) 100.0) 749, 893) 100. 0/1, 006, 593) 100. ol 1, 315) 100 
Advertised........-.-. | 250, 627] 7.6) 120,424! 7.7} 61,528] 8.2) 68,078, 6.8| 507] 45.4 
Negotiated 3...........- 3, 068, 863 2.4 L, 441, 265 92.3) 688,365! 91.8) 938, 515) 93. 2 2 7 ble 54 
With small business for | _ | | : +t 
work in United States_.../2, 587,120) 77. 9/1, 232, 875) 78.9| 552,079) 73.6) 801,555) 79. 6 ~ 46. 5 
Advertised_.....-....- | 210, = 6.3} 103,971, 6.6) 47,951| 6.4} 58,030 5. 8} 317| 24.1 
Negotiated 3__.......--- 2, 376, 851) 71. 6\1, 128, 904) 72. 3 504, 128) 67. 2) 743, 525} 73. 8} ae: 22. 4 
With large business for | | | ‘| ; | ly re c 
work in United States_---| 732, ~ 22.1] 328,814) 21. 1| 197, 814| 26.4} 205, 03s| 20. 4 704 
Advertised _._........... 40, 358) 1.3) 16,453 LAl.... Si aeas »4. 8| 10, 048) ;. al 280; 21 
Negotiated 3___.........| 692, 012) 20. 8) 312, 361) 20.0; 184,237) 24.6) 194, 990) 19.4 424; 32.2 
} | | | } 


| 
| 


' { 





1 For coverage, see ‘‘ Definitions and coverage.”’ 
2 Not available. 


3 Procurement actions of $1,000 or less (which comprise about 90 percent of total procurement actions 
are negotiated. Therefore there is a very high percentage of the number of total actions which are negotiated 
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TABLE 7.—Military prime contracts with business firms for work in the United 
States,’ net value of procurement actions with small business and other firms 
by period, July 1950 to June 1955 


Period 


(1) 


July 1950 to June 1955 
Fiscal year 1951. 


July to September 1950 


October to December 1950- - - - 


January to March 1951 
April to June 1951 


Fiscal year 1952_- -- - 


July to September 1951 


October to December 1951 ot ; 


January to March 1952 
April to June 1952 


Fiscal year 1953-- - - --- 


July to September 1952 


October to December 1952- - - - 


January to March 1953 
April to June 1953 


Fiscal year 1954---.--- 


July to September 1953 


January to March 1954 
April to June 1954____- 


Fiscal year 1955- -- 


July to September 1954____.-- 


July _- ‘ 
August. ..... 
September_- 


October to December 1954... 


October 
November 
December. - -------- 


January to March 1955___- 
January 


February ----.---.- 
DOME. manccsah 


April to June 1955- ----- 


1For coverage, see “Definitions and coverage.” 


[Amounts in millions] 


October to December 1953- - - 


Suitable for small 
business 


Awarded to small business 




















Total . iain a a aati BOE 
| 
Amount Percent Amount | Percent) Percent 
of (2) of (2) | of (3) 
' 
(2) (3) (4) (5) (6) (7) 
— 2 salamat 
$126,742 | (2) @) | $24,223! aoa] Qy 
30, 785 _-| 6436] 209|..... 
3, 066 576 | 18.8 
3, 708 879 | 23.7 
| 9, 486 2,014 21.2 | 
14, 525 2,967 | 20.4 | 
41, 248 7,064 | 17.1}. 
| 6, 960 | 1985] 18.5 
| 7.572 | 17552] 20.5 
9, 468 $2, 645 28.2 | 1,570 | 16,6 69. 2 
| 17, 248 4,190| 244] 2657| 15.4 63.3 
—_—_—— ——— > SO ————————) 
| 28,304 6,206 | 21.9 | 4,608 | 16/2 74.2 
\—- - —— — —, ounce eS 
| 3,086 1,034| 34.1 | 735| 24.2 71.1 
‘| 7060 1,329} 188] 1,046] 148 78.7 
| 7,556 1,300; 184| 1,083} 143 78.0 
| 10,733 2453 | 229 1,744| 16.2] 71.1 
| 11,563 4,064 35.1 2,901) 25.1] 71.4 
ee ks a eee 
| 2,901 | 770 | 26.6 581| 20.0 75.4 
| 1,343 763 | 56.8 | 571| 42.5 74.9 
1, 906 930 48.7 | 629 | 33.0 67.8 
| §,413 1,601 | 29.6 1,120} 20.7 69.9 
———— OS ———— ee ss 
| 14, 752 4,642) 31.5| 3,214] 21.8 69. 2 
| 3,02 788 | 26.1 $27 |417.4| 66.8 
621 238 | 38.3 149 | 23.9 62.4 
425 22: 52.5 158 | 37.2 70.9 
1,975 327 16.6 220; 11.1 67.3 
3,086| 1,02| 333| 695| 2251 67.6 
: oRmy 376 20.7 | 253 13.9 67.3 
302 373} (3) 213| 70.7 57.2 
967 279 | 28.9 | 229. 23.7{ 821 
} 3,122) 1,122) 359| 730) 23.7| 65.9 
962 348 | 36.2 217| 225| 623 
969 320 | 33.0 235| 24.3 73.5 
1, 191 454 38.1 237| 24.1 63.2 
5,523; 1,704| 309! 1,253] 227] 73.5 
1,414 428 | 30.3 306 | 2h7 71.5 
807 417| 51.7 315| 30.1] 75.5 
3, 302 859 26.0 632} 19.1] 73.6 


? Not available; January to June 1952 omits ASPPA. 


3 Contracts suitable for small-business firms were in excess 


of the net total procurement for the month. 


1 wo ll cobs: 


“One 


am 
4 
9 
.8 
.9 
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TABLE 8.—Military prime contracts with business firms for work in the United 
States '—Value of new procurement actions, cancellations, and net value of 


procurement actions with all firms and with small firms, by department, fiscal 
year 1955 


[Amounts in millions] 


Fiscal year 1955 


Type of action and small-business actions 


Se ED 


Total Army | Navy | Air Force | ASPPA 


New procurement (debit actions): i 
With business firms, total , | $5,022 $7, 828 | 
With small business firms.-................-.--- 3, 3 $1, 904 $775 $595 | 
Small-business percentage - -. ‘ 36.0 | 15.4 7.6 

Cancellations (eredit actions): 

With business firms, total. ...............----- $3, 778 $993 | $1,100 $1, 658 
With small business firms $117 $70 $25 | $19 | 

Net total value: | 
With business firms, total $14, 752 $4, 302 $3, 922 | $6, 170 
With small business firms -_--- eiees Sak tsenipee ---| $3,214 $1, 834 $750 $576 
Small-business percentage 426] 191 9.3 


NEW PROCUREMENT, CANCELLATIONS, AND NET VALUE OF MILITARY CONTRACTS 
AWARDED TO BUSINESS FIRMS FOR WORK IN THE U. S. 
FISCAL YEAR 1955 


AIR FORCE 


TABLE 9.—Military prime contracts with business firms for work in the United 
States ’'—Value of new procurement actions, cancellations, and net value of 
procurement actions with all firms and small firms, by 6-month periods, Janu- 
ary 1958 to June 1955 


[Amounts in millions] 


January to| July to January to; July to January to 
Type of action and small business actions | June 1953 | December | June 1954 | December | June 1955 


1954 


New procurement (debit actions): 
With business firms, total $7, 966 
With small business firms , $1, 268 

_ Small-business percentage | 15.9 

Cancellations (credit acti. ns): 
With business firms, total $2, | , 9 $1, 859 
With small business firms 

Net total value: | 
With business firms, total ‘ $6, 107 
With small business firms ‘ | , $1, 222 
Small-business percentage . , . 20.0 

™ 





1 For coverage, see “Definitions and coverage.” 
80745—56——_17 
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TaBLe 10.—Military prime contracts with business firms for work in the United 
States '—Number and net value of procurement actions by size of action, and 
small business awards, by fiscal year, July 1953 to June 1955 


[Dollar value in millions] 





Number Net value 
Size of action, and small-business a a a eeeinalicacals Sicemediemiaamnitnan 
awards | 
| Fiscal year | Fiscal year | Fiscal year | Fiscal year) Fiseal year) Fiscal year 
| 1953 | 1954 1955 1953 1954 1955 
eee ee ee ea fe eee eee ee . 
Total........ bi es ale | 2,795,142 | 2,792,473 | 3,319, 490 | $28,304 | | $11,563 | $14, 752 
ore mmc tn : ree 
Suitable for small business --| 2, 763, 896 2,771, 907 | 3, 284, 680 | $6, 206 | $4, 064 $4, a 
Percent - | 98.9 | 99.3 | 99. 0 21.9 35.1 
Awarded to small business_.| 2, 096, 167 2, 124, 931 2, 587, 120 $4, 608 $2, 901 eo + 
Pereent of suitable _____ | 75. 8 | 76.7 | 78.8 74.2 | 71.4 | 69.4 
Actions of less than $10,000, tot: a 2 71, 817, 2, 744,069 | 3, 245, 005. $1, 26 $1, 295 $i, 144 
—— - —— — -_—_———__ ee | ee 
~| | 
Suitable for smail business?_| 2,7 11, 817 | 2,744,069 | 3, 245, 005 I $1, 260 $1, 295 1, 144 
Percent - | 100. 0 | 100.0 | 100. 0 100. 0 | 100. 0 100. 0 
Awarded to small business__| 2,052,282 | 2,100,004 | 2, 552, 262 $832 $815 $759 
Percent of suitable. __..__| 75.7 | 76.5 | 78.7 | 66. 0 | 63. 0 66.3 
Actions of $10,000 or more, total.) 83, 325 cc 48,404, 74,485 | $27, 134 | $10,268 | $13, 008 
Suitable for smal business_.-| 52, 679 27, ass } 89, 675 | $4, 946 | $2, THe | $3, 498 
Pereent - 62.4 57.5 | 53.3 18.2} _ 87.0 | 25.7 
Awarded to small business 43, 885 | 24, 837 34, 858 | $3, 776 | $2, 086 $2, 455 
Percent of suitable__ 84.3 | 89. 2 | 47.9 | 76.3 | 75.3 70. 2 
i F | 


1 For coverage, see “Definitions vent coverage.” 


2 All actions of léss than $10,000 afte arbitrarily definéd as suitable for performance by 
small-business firms. 
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TABLE 11.—Military prime contracts with business firms for work in the United 
States '—Net value of advertised and negotiated procurement actions, by de- 
partment and by type of procurement, April to June 1955 and fiscal year 1955 


Department and type of proeurement 


(1) 


APRIL TO JUNE 
Tetai...... 


Advertised 
Negotiated. 


Total, Army-.- 


Advertised - 
Negotiated _ _ . 


Total, Navy-.....:.- 


Advertised __.. 
Negotiated. 


Total, Air Force.. 


Advertised __ .- 
Negotiated _-_ . 


Total, ASPPA.-.-.--. 


Advertised. _ .- 
Negotiated __ . 


JULY 1954 TO JUNE 1955 
DA ck nati de neain Rca ieekes 


Advertised. - 
Negotiated. - 


Total, Army 


Advertised. 
Negotiated. 


Total, Navy 


Advertised _. 
Negotiated _ 


Total, Air Force 


i ee teres 
Negotiated -- 


Total, ASPRA. .......- 


Advertised _______- 
Negotiated 


1 For coverage, see ‘‘Definitions and coverage.” 


Total 


{Amounts in millions] 


14, 752 


12, 366 


1, 58 


4, 30: 


> 
s 


4 


Suitable for smal Awar 


business 


Percent Amount | Percent 
of (2 of (2 


Amount 


(6 


2, 386 


4 718 | 


3, 92: 


47 


i” 
- 


4 


3 448 
—_—_——_———_—} = 


6, 170 


19 


5, 973 


7} 


185 93. § 
633 | 10 
SS EEE 


7 21. 


‘ 
{ 9 
2. 


7 
21 9. 


Pereent 


f 


ded to small business 


3) 
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SMALL BUSINESS PERCENTAGE BY PROCUREMENT PROGRAMS 
NET VALUE OF PROCUREMENT ACTIONS OF $10,000 AND OVER 


GOVERNMENT PROCUREMENT—1956 


FISCAL YEARS (953-1955 


PERCENT TO SMAL\ BUSINESS FIRMS 


0 © 20 3% 44 «8 6 
CONSTRUCTION bs SS 
MILITARY BUILDING SUPPLIES aan SRR a a 


TRANSPORTATION EQUIPMENT ps 
MATERIALS HANDLING EQUIPMENT 


CONSTRUCTION EQUIPMENT 


SUBSISTENCE 


TEXTILES, CLOTHING, & EQUIPAGE 


MISCELLANEOUS SUPPLIES @ EQUIP. 






cers 
pais sa 


FUELS @ LUBRICANTS OTHER THAN PET SAE ERAN 
ee 


PHOTOGRAPHIC EQUIP. & SUPPLIES 


po 
MEDICAL @ DENTAL SUPPLIES & EQUIP.) 


| 


PETROLEUM CONTAINERS 


ELECTRONICS & COMMUNICATIONS EQUIP, 


MISC. AIRCRAFT EQUIP. & SUPPLIES 


EQUIPMENT 


GUIDED MISSILES SYSTEMS os 


AIRCRAFT ENGINES 


AIRFRAMES 


NON-COMBAT VEHICLES 


COMBAT VEHICLES 


Q/ NOT COMPARABLE BECAUSE OF THE SEVERE GUT-BACK IN THIS. PROGRAM OURING FISCAL YEAR 1954 
b/ NOT APPLICABLE BECAUSE THE TOTAL 


TABLE 12 


Y/ 
L/ 





SS ae 





NET PROCUREMENT (S A NEGATIVE FIGURE 


70 


8 





ay 
me 
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TABLE 12.—Small business percentage of military prime contracts with business 
firms for work in the United States ’—Percent of net value of procurement 


actions of $10,000 or more, by procurement program and by fscal year July 
19538—June 1955 


Small business percentage 


| 

Fiscal | 

Program description ? year | Fiscal | Fiscal | Fiscal 
1953- year | year y 
fiscal 1953 1954 1955 
year 
=| | 


prot SESBRRESBSSRRRSSS 


| 


| 
Construction 


Military building supplies 

Transportation equipment 

Materials handling equipment 

Construction equipment 

St SaGTLLe, albh ch Usmaeineireenndinamaaitcied 
Textiles, clothing and equipage.-_--........-...-.-.-.- 
Miscellaneous supplies and equipmen 

Fuels and lubricants other than petroleum 
Photographic equipment and supplies 

Medical and dental supplies and equipment 

Services 

IONE: | ii. cics npubieeeddsnaeweuseinen 
Ships 


Ammunition 


Ce1I8c rr onwre 


RBRSRSSERBSTESR 


Electronics and communication equipment 
Production equipment 

Miscellaneous aircraft equipment and supplies 
Guided missiles systems 

Aircraft engines 


Noncombat vehicles 
Combat vehicles 


at ee et et et ee 


peShipne 
wacHBERESSBESSSRSBESE 


Ok OAS WOAOOSNWOCMSl+I18ON 4 ON KF OGO 
nen 

pee BeRRReRBESSSISLSSS3F 

WASH UNSOUISCOCOHOWDOH Auk HE 

AO RNOON SD SOK NOAH DION UOR NOG 


SR. . 
33 
~~ 
a» be 


1 For coverage, see “Definitions and covera 


? Programs are defined in Department of Defense Directive 4000.7, dated Aug. 21, 1952, Procurement Pro- 
gram Definitins. 


* Percentage not comparable because of the heavy cutback in this program during fiscal year 1954. 
4 Percentage not applicable because of a net negative total procurement during this period, 


DEFINITIONS AND COVERAGE 
Coverage 


This report includes prime contracts executed by the military departments 
and procurement agencies of the Department of Defense, to obtain supplies, 
services, or construction. All new prime contracts are included, regardless of 
the amount; debit or credit changes in contracts are included only if they in- 
_ volve $10,000 or more. The reports submitted by the departments as of the 
_ dates specified in this report are intended to include all contracts and amending 
_ actions executed up to that date, insofar as practicable. In practice, there is 
some lag in contract reporting, and some contracts may be unavoidably omitted 
from the statistical reports for the month in which they were approved. 


_ Prime contracts 


Prime contracts are defined as contractual instruments which obligate funds, 
_ to obtain supplies, services, or construction. (An amendment to a prime con- 
| tract may deobligate funds.) New or superseding definitive contracts, purchase 
_ orders, and the funded portion of preliminary contractual instruments, such as 

letters of intent and letter contracts are included in this report. Contracts 
which do not obligate a firm total dollar amount, or do not specify a fixed 
quantity, such as open end, indefinite quantity, or term contracts, are not in- 
cluded in this report ; however, job orders, task orders, delivery orders, or any 
_ other orders against such contracts are included. 


| Procurement action 


Procurement action as used in this report refers to an action which officially 
awards, amends or otherwise officially changes a prime contract. A procure- 
ment action thus may be a new prime contract, or a debit or credit change in 
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® contract, such as an amendment, supplemental agreement, change order, 
cancellation, or termination that changes the total amount of funds obligated. 


Intragovernmental purchases 


Intragovernmental purchases include (a) interdepartmental purchases, made 
from or through agencies of the Federal Government other than the Department 
of Defense, and () interservice purchases, which are orders placed by one mili- 
tary technical service, bureau, or command, against open end or indefinite 
quantity contracts executed by other military technical services, bureaus or 
commands or by an armed services purchasing agency. (Requisitions or other 
means of transferring supplies within or between military departments are not 
included in this report, because they do not increase or decrease the total obliga- 
tions of the Department of Defense. ) 

Debit and credit actions 


The term “new procurement” is used to refer to the sum of debit procurement 
actions, that is, new contracts plus contract changes that increase the amount 
of obligations by $10,000 or more. The term “cancellations” is used to refer to 
the sum of credit procurement actions, that is, contract modifications, that 
decrease the amount of obligations by $10,000 or more. The term “net pro- 
curement” is used to refer to the net change in the amount of obligations result- 


ing from the debit and credit procurement actions recorded during the period, 
as defined above. 


Location of work 


Surrent reports from all three military departments provide information as to 
contracts under which the work is to be performed within the United States 
and its Territories, and those under which the work will be done outside the 
United States. The location of work is the place where the item is to be 
manufactured, assembled, or otherwise supplied by the prime contractor, the 
place where the service is to be performed, or the site where construction is 
to take place. 

It must be noted that precisely comparable data on location of work are 
not available for periods prior to fiscal year 1954. For fiscal years 1951 and 
1952, the available reports for the Department of Defense as a whole pro- 
vide information on contracts awarded by procurement offices located in the 
continental United States. Most but not all of these contracts are for work to 
be done in the United States: no data are available on the volume of work to 
be done in Territories of the United States. Data for these years therefore are 
roughly but not exactly comparable to current reports which show contracts 
for work to be done within the United States, and Territories. 

Available reports for fiscal year 1953 include data on contracts awarded 
by proeurement offices located in the United States, for work te be done within 
continental United States. These data for fiscal year 1953 therefore differ from 
those for fiseal years 1954 and 1955 in that data on awards by all procurement 
offices for work to be done in the Territories, are not included in the United 
States figures. 

Small-business firms are companies which, including their subsidiaries and 
affiliates, employ fewer than 5600 persons. It is noted that the small-business 
data, like all other data included in this report, refer only to prime contracts 
awarded by the military departments, and do not reflect any subcontract work 
done for other military contractors. 

The ratio of small-business contracts to total prime-contract awards is subject 
to wide fluctuation, and figures for any short period of time are not necessarily 
representative. The percentage depends mainly on the types of commodities 
being procured in that particular period. When procurement of soft goods and 
easy-to-make items is a large part of the total, the small-business percentage will 
be high. When aircraft, tanks, trucks, or other heavy items are purchased in 
large volume, the small-business percentage will be relatively low. 

It is noted that in determining whether a contract is suitable for small business 
(that is, whether a small-business enterprise might be able to carry out the con- 
tract) all contracts having a value of less than $10,000 are arbitrarily reported 
to be suitable for small business, even though small-business firms actually could 
not supply many of the items involved, The reason is to avoid the very great 
expense that would be involved in studying each of the millions of small pro 
curement actions of less than $10,000. 


pe eZ 
4 
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There are many reasons for the fact that not all of the potentially suitable 
contracts are actually awarded to small business. Small firms may not choose 
to submit bids on the item, or may be unable to meet delivery schedules, or com- 
petitive prices. Inadequacy of plant facilities or of financing and ether reasons 

ay prevent awards to small firms. 


irmed Services Petroleum Purchasing Agency 

This agency is abbreviated to ASPPA throughout this report. ASPPA contracts 
‘or virtually all the petroleum used by the military departments. However, the 
figures shown under ASPPA are not total petroleum procurement. Approximately 
half the petroleum is procured by the departments through orders placed by the 
military departments against open-end contracts placed by ASPPA, and these 
procurement actions are reported as intragovernmental procurement by the 
respective departments, and included in their torals. In those cases where the 
departmental appropriation is cited on the contract itself (although it may be an 
open-end contract), the ASPPA, acting as agent for the department, reports 
such procurement directly. 

Beginning with July 1955 (fiscal year 1956) the ASPPA will report total 
petroleum procurement, and the departments will discontinue reporting petroleum 
purchases. That is, ASPPA figures will show total petroleum procurement, in- 
cluding the petroleum storage and transportation services which ASPPA con- 
tracts for. 


Comparison with fiscal reports 


Although prime contracts and other procurement actions are defined as actions 
which obligate or deobligate funds, there are certain differences between the 
coverage of this Department of Defense report on the value of military prime 
contract awards, and that of the fiscal reports of the Department of Defense which 
include certain data on obligations of funds for procurement and construction. 
One difference is that the reports on contract awards do not include funds 
ebligated by project orders placed on military-owned and military-operated 
establishments, such as navy yards, unless and until the funds of this type are 
used to finance contracts with private business firms or with other Government 
agencies. Another significant difference is that this report includes contracts for 
services, whereas the fiscal data on obligations for procurement and construction 
do not include obligations for service contracts. 


Part 3. Mrnrrary Prime Contracts Wira Business Firms ror WorRK IN THE 
UNITED STATES * 


Net value of all procurement actions with small business and other firms, July 1, 
1955—Feb. 29, 1956 


[Amounts in thousands] 


REE op : 
With small business firms | 

Total a With large 

| j business 


Amount | reent | firms 


$9, 255, 473 | 


$1, 867, 317 | 20. 2 $7, 388, 156 


1, 954, 492 900, 374 46, , 054, 118 
2, 731, 351 | 538, 861 19. { 2, 197, 490 
3, 852, 938 311, 082 . 3, 541, 8°6 

716, 692 122, 000 17 594, 692 





Includes contracts for work in United States Territories and possessions. Excludes contracts for work 
foreign countries, and intragovernmental and intraservice procurement. Includes contracts with edu- 
cational and nonprofit institutions. 
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Part 4. Mivrrary Prrwe Contracts With Business FirrMs IN THE UNITED 
STATES FOR EXPERIMENTAL, DEVELOPMENT, AND RESEARCH WoOrK* 


Net value of procurement actions with emall business and other firms,’ July 1, 
1955-Feb. 29, 1956 


[Amounts in thousands] 


| With small-business firms 





Total ee es ee 
business 
Amount Percent firms 
SII calata bc nercats-esdsaedaegedibaiandtiniaiehaednaniennan tanee $1, 168. 303 $59, 432 5.1 $1, 108, 871 
TN dk tttaecbictnenninttenstonteebagente 166, 915 17, 631 10.6 149, 284 
i enesenmnennreirrswrehe-neecounnte~nueannl 216, 184 20, 955 9.7 195, 229 
FF ap dnainsstacenenandbenidaeanenseotie 785, 204 20, 846 2.7 764, 358 


1 Includes contracts for work in United States Territories and possessions. Excludes contracts for work 
in foreign countries, and intragovernmental and intraservice procurement. Includes contracts with 
educational and nonprofit institutions. 


2 Air Force data do not include actions of less than $10,000 in value. 





Part 5. PURCHASE ACTIONS OF $10,000 on More For DEPARTMENT OF DEFENSE 
PREFERENTIAL PLANNING List ITEMs As oF Dec. 31, 1955 


A. TOTAL NEW CONTRACTS OF $10,000 OR MORE FOR ITEMS ON THE DOD 
PREFERENTIAL PLANNING LIST 























October-December 1955 February-Deeember 1955 
Total Small business Total Small business 
Num- Value Num- Value Num- Value Num- Value 
ber ber ber ber 

Total..... 114 |$1, 930, 219, 000 12 ($13, 449, 000 326 |$3, 237, 037, 863 43 |$54, 107, 664 
a 83. 826, 000 2 672, 000 71 203, 747, 480 20 | 26, 545, 937 
31 362, 488, 000 5 9, 248, 000 79 460, 919, 665 12 | 16, 677, 417 
74 | 1, 483, 905, 000 5 | 3,529,000 176 | 2, 572, 370, 718 11 | 10, 884, 310 


B. NEW CONTRACTS TO NEW PRODUCERS! INCLUDED IN A ABOVE 





(See listings attached) 

Total.._.. 18 | $252, 082, 000 5 | $3, 461, 000 84 | $361, 988, 687 23 |$29, 785, 146 
| eee 5 73, 960, 000 1 629, 000 53 152, 925, 397 16 | 25, 498, 285 
DOT hi iccsiiincat ll 175, 349, 000 3 | 2,652,000 24 193, 809, 177 5 | 3,222,000 
Air Force....... 2 2, 773, 000 1 180, 000 7 15, 254, 113 2] 1,064, 861 


C. NEW CONTRACTS INVOLVING PRICE DIFFERENTIAL 





October-December 1955 February-December 1955 
Number Value Price Number Value Price 
differential differential 
Be cinukbatiowecueny 3 $12, 946, 000 $661, 000 214 $22, 649, 665 $2, 593, 724 
IED, sisibpiitidnudinnbnicl 0 0 0 0 0 0 
I i keen ceinaiacdal 2 11, 887, 000 549, 000 13 21, 590, 665 2, 481, 724 
I Re tckd samedi 1 1, 059, 000 112, 000 1 1, 059, 090 112, 000 


1 New for the item, not necessarily new in the mobilization base as producers of other items. 
2 No contracts awarded to small-business firms. 


Norte 1.—New item producer contracts were 16 percent of the number, and 13 percent of the value of 
all preferential on list item awards in the October-December 1955 quarter bringing the proportion 
for the 11 months since Feb. 1, 1955, to 26 percent of the number, and 11 percent of the value. 

Note 2.—Small business accounted for 11 percent of the number and 0.7 percent of the value of all new 
awards for preferential planning list items in the October-December quarter, and 13 percent of the num- 
ber and 1.7 percent of the value for the 11-month period. 

Nore 3.—3 new contracts involving price differential were awarded during the quarter. 
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Part 6. Errect oF ADVERTISING, NEGOTIATION, AND SYNOPSIS ON SMALL BUSINESS 
PARTICIPATION IN DEFENSE PROCUREMENT, APRIL 23, 1956 


The military departments have been and are being criticized for their alleged 
excessive use of negotiation as a method of procurement rather than advertising, 
based on the belief that predominant use of negotiation tends to restrict the 
participation of small business. 

This report is intended to answer the question, “Does the use of negotiation 
as a method of procurement tend to decrease the share of defense business going 
to small-business concerns?” 

In support of the view that negotiation hurts small business, it is usual to cite 
statistics indicating that in recent periods approximately 85 percent of military 
procurement has been made by negctiation ; that smail business receives approxi- 
matey half of the advertised procurements and approximately one-tenth of the 
negotiated procurements. From these figures it is argued that an increase of 
advertised procurements would result in an increase in the share going to small 
business. 

The Assistant Secretary of Defense (Supply and Logistics) has stated his 
views on this subject to the Senate Small Business Committee in hearings held 
in April 1955. He pointed out that if items not in the potential are excluded 
from consideration, as they should be to make a valid comparison, small business 
is seen to do about as well in military procurement by negotiation as by adver- 
tising, and he expressed the view that negotiation may be helpful rather than 
harmful to small-business interests. ' 

In its sixth annual report dated January 12, 1956, the Senate committee stated 
that it was not in full agreement with the Assistant Secretary of Defense 
(Supply and Logistics) and cited the very strong belief of small-business men 
generally that advertised procurements are to their advantage. 

A new and special urgency has recently been introduced into this controversy 
by the Vinson proposal to amend the Armed Services Procurement Act of 1947 
with the avowed intention not merely of limiting the use of 2 (c) (1) but, by 
this means and such others as may be necessary, to sharply reduce procurement 
by negotiation. 

The Vinson committee had received a letter from the chief of the House Small 
Business Committee saying in part: 

“Small business fares infinitely better when contracts are awarded by adver- 
tised competitive bid” (p. 5016, No. 42, full committee hearing on H. R. 7995 
and H. R. 8499). 

Referring to this letter, Mr. Kilday said: “* * * thus far the most damaging 
statement that has been made here came yesterday in the letter from the Select 
Committee on Small Business. I think that the departments will want to either 
explain or deny the statement that came from that committee. It was to the 
effect that in those instances in which contracts are awarded on advertised 
competitive bids, 63 percent of the money value of the contract has gone to small 
business. In those instances in which the contracts are awarded by negotiation, 
only 13 percent of the money value of those contracts have gone to small business. 

“TI think that is one of the things the Department should take great pains in 
either denying or explaining” (p. 5125). 

The evaluation undertaken by this report is thus not merely an urgent matter 
for the determination of small-business policy but for its impact on a very broad 
question of procurement policy. 

This evaluation is based on data on the use of advertising and negotiation as 
methods of procurement and data on svnopsizing procurement proposals during 
the period from July to October 1955. inclusive. The detailed analyses relate to 
new procurement (debit) actions of $10,000 or more under advertised and nego- 
tiated prime contracts awarded to business firms for work in the United States. 
Credit procurement actions (i. e., cancellations, cutbacks, downward price adjust- 
ments, etc.) were excluded from the study to avoid distortion of the analysis 
of method of contract placement. Data on reasons why items are not in the 
small-business potential and data on synopsis of proposed procurement were 
not gathered prior to July 1955, and are now available to the OSD, for a 4-month 
period. for the first time, permitting insights into this problem which have not 
heretofore been possible. 

For the purpose of studying the impact on small business of the use of nego- 
tiation and of synopsizing, it is possible to treat procurement under three cate- 
gories: (I) Procurements under $10,000 for which data are available in summary 
form only; (II) procurements over $10,000 of items for which the IFB’s or 
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RFP’s are sent to small-business concerns (that part of the small-business poten- 
tial composed of procurements over $10,000); and (III) procurements over 
$10,000 not offered to small-business concerns either because small-business con- 
cerns can not physically, technically, or legally supply the requirements, or be- 
eause other considerations of a military nature require placement with specific 
large concerns. 

The relative size of these categories during the 4-month period of this study 
(July, August, September, and October 1955) is shown by the following table. 


Relative size of small-business potential (I and II)—New precurement actions 


[Dollar amounts in thousands] 


| 1) Actions of tess | (IT) Potential (IIT) Nonpoten- | 

















| than $10,000 | $10,0000r moré | tial $10,000 of Total 
| | } more 
— er eee 
Pet- | Per- | | Per- | Per- 
| Amount} cent of | Amount | cent of | Amount | eent of | Amount.) cent 
| total total ' total 
Frit n Poa fee) See naw ic | 7 " 7 | fr F 
CS a oe are eee ee $191,875 | 20.8 | $412, 754 | 44.8 | $315,717} 34.3 $920, 346 100.0 
Navy ierekatncdnbapaiotocnlh aan 353 7.8 | 282,617 29.1 | 611,005 63.0 | 969,975 | 100.0 
Air Forcé__.__. : 79, 552 7.5} yos 143 11.8 | 850,696 80.7 |1, 054, 391 100.0 
RO vasa dcesticcninscs 3,356 | 7 | 405,152| 8&7| 48,279/ 10.6| 456,787} 100.0 
a eet ate eae tt ae Tt ak ot ie LT 
acta! 351, 136 | 10.3 |1, 224, 666 36.0 (1,825, 697 | 53.7 \3, 401, 499 100.0 








1 Armed Services Petroleum Purchasing Ageney. 


As the above figures show, nearly half (46.3 percent) of all that the Depart- 
ment of Defense bought (for performance in the United States) during these 4 
months was in the first 2 categories, the ones in which small business partici- 
pates. It is emphasized that these figures and those that follow are for a 4- 
month period only, which is not to be taken as typical. Procurement in the 
period was at a relatively low rate of slightly more than $10 billion per year, and 
procurement during the remaining 8 months of the year is likely to fall much 
more heavily in the category of items for which no known small-business sources 
exist. However, within the small-business potential, although there may well 
be some changes in product-mix and in the percentage relationships shown below, 
it is believed that the data for this period reveal a representative pattern of 
advertising, negotiation, and synopsizing of procurement which has not been 
determinable from the summary data heretofore available. 

The extent of small-business participation in the three categories of procure- 
ment in the July-November period was as follows 


Small business share of procurement—New procurement actions 


[Dollar amounts in thousands] 









































1, 825, 697 | 0 0 


} 
| (1) All actions of less | (II) Potential, $10,000 or | (IID) Nonpotential, $10,000 
than $10,000 more or more 
Pd ee ee SA le yk cree! eae 
To small business) To small business | To small business 
| el Se cetee tees) 
| Total | Total | Total 
| Amount | Percent! Amount | Percent} Amount | Percent 
| of total | of total | of total 
| } 
a 
Army -_-_-..-.-----}$191, 875 |$135, a | 70.6 | $412,754 | $271, 848 | 65.8 | $315, 717 0 0 
eee 76,353 | 48, 169 S. | 282,617 | 226, 277 80.0 | 611,005 0 0 
Air Foree..-..... | 79,552 | 53, 487 | 1241143 | 95,112 | 76.6 | 850, 696 0 0 
BM Gp Sakcnee | 3,356 6 | 1,391 | Hf i 405,152 | 77,615 | 19.2 48, 279 0 0 
— —| — |-——-— |-——— 
1 | 351,136 | 238,586 | 67.9 {1,224,666 | 670,852 | 54.7 | 
} | } | 
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The military departments make very extensive use of negotiation in categories 
I and III. The frequent use of negotiation for procurements under $10,000 is 
largely due to the very large number of the actions under $1,000. In these 
actions simplified purchase procedures are employed. The use of the procedures 
is considered to be very much in the interests of small business, and the large 
share of these purchases going to small business assures that the method of 
making them is not prejudicial! to small business. 

Army and Navy reports for the July-September quarter show the following 
distribution of all procurement actions by size: 


Number and net value of Army and Navy procurement actions with business 
firms for work in the United States, July-September 1955 quarter 


Army Navy 


Per- Net Per- Per- Net Per- 
| Number) cent of; Value | cent of | Number cent of; Value | cent of 
| total | total total 


} 
$0 to $999. __..----.---. -...| 346, 674 90 $42, B90 7.3 744 00.6 | $22, 932 | 
$1,000 to $4,999................-..| 25,750 6.7 | 53,631 | 9.2 3, 680 6.2 26, 859 
$5,000 to $9,909... ____- ot ane 1. 5, 916 7.4 2, 472 } 16, 061 | 
$10,000 And moré -_..-. sasess 6, 424 | 1.6 | 441, 525 75 , 709 2 494, 916 | 


ae Rake De Rd 385, 282 | 100.0 | 583,971 | 100 220, 605 100.0 | 560, 768 


The procurements of less than $10,000, which are numerous and small, account 
for the large number of actions and for the large percent of all actions by number 
placed by negotiation. 

There is little or no criticism of the military departments for their use of nego- 
tiation in this category. In fact, on the contrary, it is recognized that small firms 
are the chief beneficiaries of these simplified procurement procedures, and con- 
sideration is being given to raising the ceiling of Small purchase procedures to 
$2,500. 

For these reasons and because it is clear that small business is receiving an 
equitable competitive opportunity in this category and a very large share of the 
awards, it will be assumed, for the purposes of this paper, that no question exists 
as to the desirability of methods of procurement being used in this category from 
a small-business standpoint, and the remainder of the discussion will be devoted 
to the other categories. 

The military departments also make very heavy use of negotiation in category 
III. The extent of this use is shown below. 


Method of procuring nonpotential awarded to large business—New procurement 
actions of $10,000 or more 


{Dollar figures in thousands] 





Nonpotential 


Advertised 
i 
' percerit of 
| Amouttt Percent of | total 


| total 


a $315, 717 | $6, 560 2.00 | 08. 00 
j 611, 005 | 6, 096 | 1. 00 | 99. 00 
850, 696 | 84 O1 | 99. 99 

48, 279 0 00 | 100. 00 


1, 825, 697 | 12, 740 .70 | 09. 80 





As the above figures show, the military departments buy the things that cannot 
be obtained from small-business concerns almost exclusively by negotiation. 
The reason for doing so, of course, is that the kinds of things that small business 
cannot supply are usually available from relatively few sources and are most 
economically procured by negotiation. It would, of course, be impractical to 
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attempt to procure large and complex items (for example, airplanes) by 
advertising. 

From the small-business standpoint we are interested in this category to the 
extent that it is possible that through inadvertence or carelessness procurements 
which in fact could have been obtained from small business are reported as 
not in the small-business potential. To protect the interests of small business 
ip this respect we must place major reliance on the vigilance of the small-business 
specialists and the Small Business Administration representatives who screen 
procurements to determine whether small-business concerns can in fact supply 
them. 

To the extent that these procurements are correctly classed as nonpotential 
it is clear that the use of negotiation in connection with making them does not 
and cannot hurt small business since small business could not possibly have 
participated in this procurement regardless of the procedures followed in con- 
ducting the procurement. In this study, therefore, the nenpotential will be 
excluded in further evaluation of the impact on small business of procurement 
by negotiation. 

Directing our attention then to the remaining category—that of procurement 
items in the small-business potential over $10,000 in value—this is the area of 
greatest opportunity for assistance to small business. It is the area in which 
the greatest dollar value of procurements which small firms can supply is to 
be found and in which procurements are large enough and not too numerous so 
that small-business policy can be effectively applied with the maximum benefits 
to small business for a given amount of administrative consideration. 

It is this area then which we should review in detail to determine what methods 
of procurement were used and what effect they had on small-business participa- 
tion. With respect to this area of inquiry, then, what use was made of adver- 
tising as a method of procurement? 


Use of advertising in placing small-husincss potential—New procurement actions 
of $10,000 or more 


{Dollar amounts in thousands] 














Potential 
Advertised ! 
Total ne 
Amount Percent of 
Total 
OD. .,.cccssiiin ssn aiicciedndatnhsias Stetina wien tinnee nears $412, 754 $225, 454 54.6 
aia ah a ae ee eee en binn sn deen one 282, 617 176, 052 62.3 
EE UR bildik < Gin s se cew bce dedés ethvinn dabodusbeehevee ss 124, 143 26, 332 21.2 
Armed Services Petroleum Purchasing Agency...-.........-- 405, 152 250, 505 61.8 
NE oirencccckin cass dccvsccotadebookscprtibbhentgnany 1, 224, 666 678, 343 55.4 


1 The difference between the small-business potential and the potential procured by advertising wa 
procured by negotiation. 


The figures show that for items in the potential very extensive use is made 
of advertising by the Army, Navy, and Armed Services Petroleum Purchasing 
Agency. This frequency of use in the area of interest to small business is a 
very different situation from that conveyed by the overall figures which are 
frequently cited in this connection. 

What we are most concerned to know, however, is not how consistently 
advertising or negotiating was used, but how helpful or harmful such use was to 
the participation of small business. In the following table the total small- 
business potential and the share awarded to small business is compared, both 
for the portion procured by advertising and the portion procured by negotiation. 


>b>> |! 


Ar 
Ar 
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Small-business share of advertised potential and negotiated potential compered— 
New procurement actions of $10,000 or more 


{Dollar amounts in thousands] 


Advertised potential Negotiated potential 


| Awarded to small | Awarded to small 
business i iness 


bus’ 
Total 


| —_—__— 


| 
| 
} 
| 


Percent Amount | Percent 
of total of total 


| $187,300 | $135,008 72.1 
, 565 | 85, 686 80.3 
some | "8 | 97,811 | 72,785 74.4 

Armed Services Petroleum 
250, 505 | 65, 813 26. 54,647 | 11,802 7.6 


RNIN eesmeane . Ee 


60.7 


678, 908 365, 621 53. : } 905, 231 | 55.9 


The figures in the above table indicate: 

1. Small business on the average was at least as successful in competing for 
items in the potential when offered by negotiation as when offered by advertising. 
In the case of Army, the ratio for negotiated procurement was higher, for Navy 
it averaged about the same, and for Air Force it was somewhat lower, but never- 
theless was three-fourths of the potential. 

2. The Armed Services Petroleum Purchasing Agency figures reflect a different 
problem. Virtually all petroleum items are rated “potential,” and small business 
is not as capable of competing on a price basis successfully for these items as 
for most procurements in the potential, as will be shown below. 

3. Small business got 72 percent of the total potential procured by both 
methods, except for Armed Services Petroleum Purchasing Agency contracts for 
petroleum products. 

The statistics for the military departments as a whole as set forth in the 
above table are heavily influenced in the instance of the Army and Navy by the 
procurement of the Army Engineers and of the Bureau of Yards and Docks, 
which completed relatively large percentages of the total procurements in the 
small-business potential. These agencies procure construction for the most part 
and hence a broad distinction between their procurement and that of the other 
technical services and bureaus which chiefly procure supplies and services is 
justifiable. 

When the data pertaining to the construction agencies is segregated from 
that of the other services and bureaus the results indicate that procurement by 
negotiation is as advantageous to small business as advertising in the area of 
construction, and substantially more advantageous for supplies and services. 


Small-business share of advertised and negotiated potential compared 
(construction agencies). New procurement actions of $10,000 or more 


[Dollar amounts in thousands] 


Advertised potential Negotiated potential 


| Awarded to small | | Awarded to small 
business business 


| Amount Percent Amount | Percent 
| of total of total 


Army engineers , $19,590 | $13, 766 70.3 
avy, Bureau Yards and Docks 7 ; 25, 444 25, 444 100.0 
Army, excluding engineers-_-----._..---.- . 167, 710 121, 242 72.3 
Navy, excluding Bureau of Yards and 
SG g panccdscasneeuedbeaticucennennces 50. 81, 121 60, 192 74.2 
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Approximately 20 percent of what large business got in this period was in the 
small-business potential and was offered to smali business, but small oye 
failed to get the award. All cases in this category represented $553,814,000, 
45.2 percent of the potential. In cases representing 39.6 percent of the aakantial. 
the failure was due to the small-business bid not being low. In cases represent- 
ing 4.1 percent, small business did not make a bid. For 1.5 percent, the small- 
business bid was not responsive or was rejected after a survey of its capacity. 


Reasons for small-business failure to obtain potential procurement (all 
departments), new procurement actions of $10,000 or more 


{Dollar amounts in thousands] 





Potential 


Total Advertised } Negotiated 


| Amount | Pereent | Amount | Percent | Amount | Percent 

















a ae pésteocwe $1,224,666 100. ¢ 0 | $678, 343 100. 0 | $546, 323 100. 0 
Awarded to small business----.---.--- -=27-| 670, 852 54. § 8 365, 621 | 305, 231 | 55.9 
Not awarded to small business--.--.----- 553, 814 45.2 | 312,722 | 8 : 241, 002 44.1 

\——_______| ete tlt -_ ——+ le el aed. 
No small-business bid. mietiviens R008 4.1 26, 233 3.9 | 24,035 | 4.4 
Small-business bid not low..-...------ 484,905 | 39.6 | 280,316 41.3 | 204, F89 | 37.4 
Small business not responsive. --- 10, 376 | 1s 2, 586 4/ 4,790 4 
Small-business bid rejected after 
OE oad sks s seer eee] 8, 265 | 7 3, 587 5 | 4,678 | 9 
i | | 





The following table compares the record of small business in winning or losing 
procurements offered by the Army by the 2 methods during the 4-month period. 


Portions of Army small-business potential won and lost by method of procure- 
ment—New procurement actions of $10,000 or more 


{Dollar amounts in thousands] 








Army potential 


























Total Advertised Negotiated 
: 3. 
i | iy j 
Amount Percent | Amount | Percent | Amount | Percent 
| of total | ‘of total 
eA ead at Lob ee el Bhi sed adel. | 
| 
MN cca saree eae ee anemia $412, 754 100. 0 | 0 $225, 454 100. 0 $187, 300 | 100.0 
Awarded to small business.....-.--..----. 271,848 | 65.0 | 136,840 | 60.7 | 185,008 72.1 
Not awarded to small business-----..-. --} 140,906 34, 1 88, 614 | 9.3 | 52, 292 | 27.9 
No small-business bid--_-------- aie 34, 520 8.3] 18, 933 | 8.4] 15,87 8.3 
Small-business bid not low_...-..-.---| 101,078 24.5 65, 289 28.9 35,789 9 | 19.1 
Small business not responsive _-- 1, 193 .3 893 .4 300 | 3 
Small-business bid rejected after | 
i do tee endenh ge ncnpeynrceten 4,115 1.0 3, 499 1.6 ah a 3 





This table shows that while small business got about the same volume ef busi- 
ness from the Army by advertising and negotiation, it definitely lost more adver- 
tised than negotiated procurement to big business competition. This is clear 
evidence that what small business fails to get, though it is in the potential, is 
not to be ascribed to negotiation. 

The comparable table for the Navy is: 
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Portious of Navy small-business potential won and lost by method of procure- 
ment—N ew procurement actions of $10,000 or more 


{Dollar amounts in thousands] 


Total AC rtised Negotiated 


Amount  Pereent erect Amount | Percent 
ol t of total 


..| $282, 617 100.0 | $176, 052 565 100.0 


Awarded to small business. _- = 226, 277 81.1 140, 641 


ao. 4 
Not awarded to small business ss 56, 340 19.9 35, 411 


19.6 


No small business bid ; 9, 103 3.2 6, 737 


Small business bid not low___........| 45, 265 | 16.0 27, 135 
Small business not responsive 4 7 1, 451 
Small business bid rejected } 

survey ---- eoperecrees ol 88 | 88 


This table on Navy procurement shows that small business lost a greater 
volume of adyertised procurement to big business than negotiated, although the 
percentage lost was about the same, 

The corresponding Air Foree table shows that negotiation dominated both in 
contracts won and in contraets lost by small business, reflecting the types of 
materiel which the Air Foree buys; 8 percent of the advertised potential and 
74 percent of the negotiated potential was won by small business. 


Portions of Air Force small-business potential won and lost by method of 
proeurement—New procurement actions of $10,000 or more 


{Dollar amounts in thousands] 


Air Force potential 


Total Advertised Negotiated 


Amount | Percent | Amount | Percent | Amount | Percent 
of total of total 


| i 
$124, 143 100.0 | $26, 332 100.0 | $97, 100. 0 


Awarded to small business-__-_...--.----- 95, 112 76.6 | 22,327 
Not awarded to small business----- ‘ 29, 031 23. 4, 005 
No small business bid __-__------ 4, 864 3.9 563 
Small business bid not low - 12, 864 10. 3, 200 
Small business not responsive | 7, 241 5.8 242 | 
Small business bid rejected after sur- | 
PE ctakdue ssn cDeengh cveunkewapsgine dl 4, 062 3. ¢ 





The ASPPA table shows that in practically all of the potential procurement 
lost by small business, whether advertised or negotiated, the reason was that 
small firms were not able to meet prices offered by large tirms. The greater 


volume and percentage of petroleum awards to small business were in the 
advertised category. 
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Portions of ASPPA small-business potential won and lost by method of procure- 
ment—New procurement actions of $10,000 or more 
[Amounts in thousands] 


| 
ASPPA potential 


Total Advertised Negotiated 














Percent | Amount | Percent | Amount] Percent 
of total of total 








100.0 | $250, 505 100.0 | $154, 647 1 














00.0 
Awarded to small business_-----.....---- 19.2 65, 813 26.3 11, 802 7.6 
Nut awarded to small business -------- 80.8 | 184, 692 73.7 | 142.845 92.4 
——————_—_—_——_ eS aS se —S———_=EI_$- ==[=_[_—_[[[[pE|_=_FsVT ——S=S=—==— 
No small-business bid___._-....-.---- 4] é Fides 1, 781 1.2 
Small-business bid not low __-_---. 80.4 | 184, 692 | 73.7 | 141,006 91.2 

Small business not responsive--_------| 0 gestae des oe 0 

Small-business bid rejected after sur- | | 
a a la ; 








Looking behind the Army averages to the data of the technical services and 
armies, we find extreme variations in the employment of advertising or nego- 
tiation as a means of placing procurements. As much as 89.4 percent was ad- 
vertised by the Chemical Corps and as much as 92.2 percent was negotiated 
by the Transportation Corps. The percent of small-business potential awarded 
to small business also varies over a wide range from as much as 72.0 percent 
by the armies to as little as 41.5 percent by the Chemical Corps. 


Percent of potential negotiated, and percent awarded to small business (Army 
Technical Services)—New procurement actions of $10,000 or more 


[Dollar amounts in thousands] 











Potential 
| Awarded tosmall | Negotiated 
Army technical services business 
Total | 
Amount | Percent | Amount | Percent 
of total of tote] 
siecaamasaedianiiinepaial adi cameaiaiticiedll 

I 5 a isn crate niacin degemnigainnliecinaeen $12, 896 $5, 356 41.5 $1, 373 10.6 
DT, inccmintidcangiatdioesnngadnbcbirena dbase’ 154, 531 107, 145 69.3 19, 590 12.7 
SI daca into teins tesibeh pte penio piel eiadercin metamailiicawial 6, 516 3, 183 48.8 1, 604 24.6 
le a nee 37, 675 20, 955 55. 6 20, 143 53.5 
INI as susdh otis trinesaseninipaihn celebs adeaash tains 15, 316 10, 314 67.3 14, 122 92.2 
SEINE tn. dnpcngonansnaniikalsonatidedierdnwas 151, 015 104, 888 69. 5 111, 718 74.0 
sin tip higsntbiigecssdeusethebustenchdpndnaniol 18, 182 7, 973 43.9 13, 378 73.6 
i tiinedecnskwadbhvclathacesnusenchéekusnacaeed 16, 623 12, 034 72.4 5, 372 32.3 


The effect on small-business participation in defense business is more clearly 
visible in the following tabulations which compare for each technical service and 
bureau the percent of the advertised small-business potential that small busi- 
ness succeeded iu getting with percent of the negotiated small-business potential 
awarded to small business by the same procurement agencies in the same time 


period. This comparison for the Army technical services is made in the following 
table. 
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Comparison of percent or advertised potential and negotiated potential awarded 
to small business by Army technical services—New procurement actions of 
$10,000 or more 


[Dollar amounts in thousands] 


Advertised potential Negotiated potential 


' 


| | Awarded to small Awarded to smal] 
Army technical services business business 


 cmetaaier ine erent Total 


Amount | Percent 


of total 


$11, 523 $4, 133 | 
134, 941 93, 379 
4, 912 1, 826 
17, 532 6, 899 
1, 194 614 
39, 297 20, 646 
4, 804 2, 370 
11, 251 6, 973 


Suvcn me mis NS 
SHR BSESS 
woe etowr~ 


Although there is a great variation in the frequency of use of advertising as 
compared with negotiation as a method of procurement among these technical 
services, small business secured a larger share of the potential under negotia- 
tion than it obtained under advertising in every case but one (Signal Corps) 
and the difference in the percentage secured was large in most instances. 

The following tabulation of the corresponding information for the Navy 
bureaus shows that small business got a larger share of the negotiated potential 


than of the advertised potential in every case where the two methods were 
used. 


Comparison of percent of advertised potential and negotiated potential awarded 


to:'small business by 6 Navy bureaus—New procurement actions of $10,000 or 
more 


[Dollar amounts in thousands] 


Advertised potential Negotiated potential 


Awarded to small Awarded to small 
Navy bureaus business business 


} | 
Percent | Amount | Percent 
of total | 


Bureau of Ordnance 5 $1, 601 | 
Military Sea Transportation Service. ---- 5, 1, 832 | 
Bureau of Docks 886 | 104,745 
Marine Corps 3, 152 | 
Bureau of Ships \ 10, 177 
Bureau of Supplies and Accounts 37, 19, 134 | 


Three Navy procuring activities secured their requirements entirely by nego- 
tiation. These activities were successful in placing nearly the entire amount 


of their small-business potential with small business by negotiated procure- 
Inents. 
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Percent of negotiated potential awarded to small business by 3 Navy Serenpes~ 
New procurement actions of $10,000 or more 


[Dollar amounts in thousands] 


Negotiated potential 


Adver- | Awarded to small 


tised business 


i 
| 
| 
y | 
Navy bureaus 


| potential Total 








| Amount | Percent 
| | of total 
| 
alas neni ihihadenainiaeaimaaainces mapeniies od iene al — |- 
I 0 $925 | $898 | 97.1 
Bureau of Aeronautigs.-.-........._- iti ee nclat on 0 14, 038 18, 764 | 98, 0 
Ne en Nn meia 0 455 455 100. 0 








The Air Force which made relatively less use of advertising as a means of 
precuring items in the potential (21.2 percent compared with Army’s 54.6 per- 
cent and Nayy’s 62.3 percent) placed a larger share of its advertised potential 
with small business. 


. 


Percent of advertised potential and negotiated potential awarded to small busi- 
ness by Air Force commands—new procurement actions of $10,000 or more 


[Dollar amounts in thousands] 














| Advertised potential Negotiated potential 
; nnn tant basin : eS ae + 
| Awarded to small | Awarded to small 
| business business 
Total ' ee. pee b oe 
Amount | Percent of Amount-| Percent of 
total total 
Air Materie] Command..............-...- $5, 545 $4, 322 78. 1 $85,039 | $64,127 72.9 
Other Air Force commands. ---- eee 20, 787 17, 995 86. 6 12, 772 8, 658 67.8 





As shown by the data on page 9, large husiness was relatively more successful 
in underbidding small business in advertised (sealed bid) procurements than in 
negotiated. In the Army this was true of 5 activities out of the 8. 


Comparison of percent of advertised potential and negotiated potential lost to 
large business in price competition (Army technical services)—new procure- 
ment actions of $10,000 or more) 


{Dollar amounts in thousands] 














| Advertised potential | Negotiated potential 
| | | 
| Lost to large busi- Lost to large busi- 
Army technica] services ness in price com- | ness in price com- 
petition petition 
Total | ; Total 
| Amount | Percent | Amount | Percent 
| of total of total 
| | | | 
l 
CIID insite e ese cn “44 $1, 373 | $93 | 6.8 
RR ee eae: | 134, 941 39, 057 | 28.9} 19,590 | 5, 766 | 29. 4 
NN cinereus evita nes cc en Season 4,912 | 566 11.5 | 1,604 | 212 13.2 
Ordnance Es ee al ae | 1, 228 7.0 | 20,143 2, 520 | 12.0 
Transportation. --—-_-_-- : a seo 1,194 | 567 47.5 14, 122 1, 271 9.0 
| ee poppet 39, 297 17, 651 44.9 | 111,718 | 21,038 18.8 
ae = 4, 804 2. 233 46.5 | 13, 378 | 4,715 35. 2 
Armiss........ “ : . ar 11, 251 | 2, 446 21.7 5, 372 | 174 | 3.2 
| 
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Fer the Navy the losses to large business on price competition were at similar 
rates for both methods of procurement except for Marine Corps and Bureau of 
Supplies and Accounts where small business fared markedly less well under 
advertising. 


Comparison of percent of advertised potential and negotiated potential lost to 
large business in price competition (Navy bureaus)—new procurement actions 
of $10,000 or more 


{Dollar amounts in thousands] 


! Advertised potential egotiated potent 


Lost to large busi- Ast to large busi- 
ness in price com- ) hess ir 


petition 


Navy bureaus price com- 


| 

{ 

} petition 
Total a ot nae 
| 

‘ 

{ 


/ Amount |! Percent nount |} Percent 
of total | of total 


Bureau of Ordngnce---_-.-.------ i $1, 823 | 0 | 
Military Sea Transportation Service ___._-! 5, 380 $1,770 

Bureau of Doeks-_----- a hind ---4 104, 886 | 141 
a 8 ee eee 8, 219 | 4, 841 

Bureau of Ships_-.--- goes : --{ 18, 630 7,025 

Bureau of Supplies and Acconnts co 37,114! 13,358 

Bureau of Aeronautics ee | 0 | 0 0 


The corresponding figures for the Air Force and ASPPA are: 


Comparison of percent of advertised potential and negotiated potential lost to 
large business in price competition (Air Force and ASPPA)—new procure- 
ment actions of $10,000 or more 


[Dollar amounts in thousands] 


Advertised potential Negotiated potential 


Lost to large busi- Lost to large busi- 
Air Force and ASPPA ness in price com- | ness in price com- 
petition == petition 


| Amount | Percent | Amount ; Percent 
| of total j { of total 


‘ 


$916 | 16.5 | $85,039} $8,301 | 10.4 

2,284| 1.0| 12,772| 1,363} 10.7 

184, 692 73.7 | 154,647 | 141, 006 | 91.2 
i 


| | 





For petroleum products (ASPPA) both the volume and the rate of loss to 
price competition were far higher than for any other service, bureau, or com- 
mand, by either procurement method. The ASPPA loss rate was higher for 
negotiation. 

The second most important reason (after inability to meet large business 
price) that small business fails to secure awards for business that is in the 
small-business potential is that it fails to submit a bid. The following figures 
for the procurement activities using both methods show that the share of the 
potential lost in this way is often large, and the losses under advertising are in 
most cases greater than those under negotiation. 
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Comparison of percent of advertised and negotiated potential lost due to failure 
of small business to submit bid—new procurement actions of $10,000 or more 


[Dollar amounts in thousands] 


Advertised potential Negotiated potential 
lost by smal] business | lost by small business 
due to - ow due to — ae 

i 


Service, bureau, or command 








Percent of 

Amount! advertised | Amount! negotiated 

potential potential 

in icaenetietithihisinieninarsacapreniemeamemrionaneielitanianatinlysii $2, 600 22.5 0 0 
Sah dripemsirbintrirentivens wie yatmammbntbeeerirenaeit oe | 2, 426 1.8 $46 2 
Leeda ahinwibrtratigs netiteeuiaitraearernanertenlinnine pier 2, 308 47.0 35 2.2 
Ordnance _.-_--..-.- pitneawals alike Cacti Canckaiagadona a ooinngeine 8, 900 50.8 3, 483 17.3 
I niciubcauwercundiuenecgupeatrnimpetinibes 13 1.1 3, 151 22.3 
a 684 1.7 5, 806 5.2 
I itesoaliscesticestbaibsihivestpesceotesan iaeelnetrartnsartearniinebianitare inti endainienst 170 3.5 2, 929 21.9 
DR. sce inc SWerns tb chabdnbharni acaba ak ebinnndiaw 1, 832 16.3 132 2.6 

I I ices iensicieisintewintcarancihalialancaieine aude 222 12.2 0 0 
Military Sea Transportation Service-.._.........---.-- 1, 225 22.8 ll 1 

lh cide ees cnairneehiadpaeipeae ened 0 0 0 0 
I to seein diammneigipeerahall 125 1.5 22 1.3 
I I oc secre ieneteenateteiteiehipaiaeatncemnstnidetll 1,175 6.3 174 1.1 
Bureau of Supplies and Accounts................------ 3, 990 10.7 2, 145 7.6 

NE SR inne cance anwtbetiinescovseouiuns 0 0 0 0 
a oa icclaetcsepie dininkaonerenininhinbure 268 4.8 2, 781 3.3 
Other Air Force commands. ...........-.-........-.-.- 295 1.4 1, 520 11.9 
a anal 0 0 1, 781 1.2 


The dollars lost to small business as a result of not being competitive and not 
submitting a bid are large sums. The amounts are: 


Volume of defense procurement offered small business but lost for reasons 
specified—New procurement actions of $10,000 or more 


{Dollar amounts in thousands] 
Small business | Small business 
did not bid was not low 

INIT <saathcccinnecbiecMcttlcnnlecaseinaeiettlada ls sindaiisacenaetiatiinianeihtediiianienaiiiiiaah masliiditeis nites $34, 520 $101, 078 
cee. oe. ering ep ate inatlaleetinmenmut i aathanrerninmmnt 9, 103 45, 265 
Rh chicas tin.astdhciiahatdapdhdasacasle dich cnecuiaenieciend | 4, 864 12, 864 
lie | 1, 781 325, 698 
NE oi ii cikinctttiintinttinksccdc Dace nptitiblctervsiodd 50, 268 484, 905 


These recurrent patterns strongly suggest that small business would get a 
larger share of defense procurement if all items in the small-business potential 
were procured by negotiation. Apparently the sealed-bid procedure and the 
lack of any opportunity to negotiate operates to favor large business—not small, 
and to give it a better chance to win procurements in the small-business potential. 

The comments cited at the beginning of this report stress the opinion that lack 
of publicity restricts small-business participation. It has been stated that ne- 
gotiation would not be so hurtful to small business if it were given more publicity. 

The following figures show that considerable publicity via the Commerce 
Synopsis is given to defense procurements, particularly by the Army, Navy, and 
ASPPA. 
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Percent of small-business potential synopsized—New procurement actions of 
$10,000 or more 


[Dollar amounts in thousands] 


Potential 


Synopsized 


Amount Percent of 
total 
$246, 710 
200, 616 
2h, 466 
366, 84 


840, 646 


Contrary to a common impression, there is extensive publicity given to nego- 
tiated procurements as well as to advertised althouch, as might be expected 
from the nature of a negotiated procurement, it more frequently qualifies under 
an exception authorizing not synopsizing. . 


Comparison of percent of advertised potential synopsized and negotiated 
potential synopsized—New procurement actions of $10,000 or more 


[Dollar amounts in thousands] 


| Advertised potential Negotiated potential 


L Synopsized Synopsized 
Ti [~~ aT , rr 





Total | 
Amount | Percent | | Amount | Percent 
of total | of total 


$225, 454 | $178, 810 79.3 | $187,300 | $67,900 36.3 
176, 052 166, 512 94.6 | 106,565} 34,104) 32.0 
26, 332 15, 748 59.8 | 97,811 | 10,718 | 11.0 
250,505 | 241,629) 6.9] 154,647 | 125,225 | 81.0 


678, 343 | 602,699 | 89.4 | 546,323 | 287,007 | 43.6 
| | 


Procurement of items not in the small-business potential is much less consist- 
ently synopsized. For example, the following summarizes the synopsizing of 
items for which no known small-business source exists. 


Synopsis of nonpotential procurement, new procurement actions of $10,000 or 
more 


{Dollar amounts in thousands] 


No known small-business source 


Advertised Negotiated 


Synopsized | Synopsized 
} 


Total |~ ves 
Amount) Percent Amount | Percent) | Amount) Percent 
of total of total 
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The question of particular interest for small business is whether the more 
limited publicity given negotiated procurements by synopsis makes it less likely 
that negotiated procurements in the potential will go to small business. 


Comparisons of the portion of advertised and negotiated potentials awarded to 
small business with the portion synopsized, new procurement actions of $10,000 
or more 

[Dollar amounts in thousands] 











Advertised awards to small Negotiated awards to small 
business business 
Total Total | 
_| Percent |__ | Percent 
| synop- | | | syne 
Amount |Percentof| sized Amount !Percent of! size 


potential | potenti: al} 


SS }§ ——__—______ | --—_ 

















| 
Army indi alain edemapncreeinee neem ous te 60.7 | 76.3 | $135, 008 72.1 29. 1 
ET Se IRIE Oe 140, 641 79. 6 | 96. 5 85, 636 | 80.3 38. 1 
RE ies ete Benn ate eee | 22987 84.8 | 61.7 | 72, 785 74.4 | 9.5 
Se liad .skei..dnenhec..2ds.cbae coc..2-| 68,819/ 26.3 99.7} 11,802 | 7.6 | 82.9 
NR oa csc toc coness Serta cones | 365, 621 | 53.9 87.4 | 305, 231 | 55.9 29.0 





These figures show that small business got, in the case of the Army, a larger 
share ; of Navy, as large a share; and of Air Force, nearly as large 4 share of the 
negotiated portion of the small-business potential as they got of the advertised 
portion in spite of the fact that the negotiated procurements received less pub- 
licity via synopsis. 

To further test these conclusions, it might be expected that in those advertised 
procurements of items in the potential that small business did not bid on, we 
would find they had not been Synopsized and small business had not heard of 
them. 

The following data however indicates the contrary. 


Synopsis of potential lost by small business due to failure to submit bid—New 
procurement actions of $10,000 or more 


{Amounts in thousands] 





Advertised potential on | Negotiated potential on which 
which small business did | small business did not bid 
not bid 








| Total 

| Percent | ; od Percent 

| synop- | | synop- 
| Percent of} sized |Percentof| sized 

Amount |advertised/| Amount |negotiated; 




















potenti: al potehtial | 
we iat pocatiiee end 
UII si 5s Sats Sis choninsn cate $18, 933 8.4 | 84.0 $15, 587 8.3 35.9 
NOUS cscccascccccssccctcscsscsscsssccccce2 6, 787 3.8 | 76.7 5,55 | 2.0 14.0 
PIN oes owe cpr ne tasa ee 563 | 2.1 | 61.3 | 4,301 | 4.4 | 14.2 
ASPPA .....uw 2. 2 0 | 0 | 0 | 1,781 1.2 | 0 
——_—_—_ | OO er a <ieg 
ON tl he ee a | 26, 233 | 3.9 81.6 24, 035 acd 4.4 | 27.2 
| | 





Apparently small business is neither assisted in getting nor in not missing 
advertised procurements by the greater publicity, or else we must assume that 
the negotiated procurement is much more effective in placing procurements with 
small business. 

Early in this report attention was called to the fact that the Army and Navy 
had made extensive use of advertising as a method of placing contracts over 
$10,000 for items in the small-business potential, whereas the Air Force relied 
chiefly on negotiation. If negotiation operated adversely to the interests of 
small business we could expect a substantially lower percent of potential to be 
placed by Air Force than Army and Navy, but such was not the case. 


aa a Oe 
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Comparison of small-business share of potential with percent advertised, nego- 
tiated and synopsized—New procurement actions of $10,000 or more 


[Dollar amonnts in thousands] 


' 
Pereent Percent | Percent | Percent 
awarded adver negoti synop- 
to small tised ated sized 
business 


Army...-..---- 
Navy- 

Air Foree_. 
ASPPA. 


I Rice 


These figures show that small business can get a large share of the potential 
by negotiation as well as by advertising. Similar figures on the technieal 
services further emphasize the fact. 


Comparison of small-business share of potential with percent advertised, nego- 
tiated and synopsiced—N ew procurement actions of 10,000 or more 


[Dollar amounts in thousands] 


Potential 


Percent 
awarded 
to small 
business 


| Total 


Percent 
ad vertised 


synopsized 


Percent 
negotiated 


Chemical. :_.-..-.- $12, 896 | 41.5 
Engineefs - - - -- * onan sane ca 154, 531 1 60. é 
Miso <b < cnc nce nce 6, 516 48.8 
Ordnance es : 37, 675 55 
Transportation. - 15, 316 1 67.; 
Quartermaster ___. - - -- 151, 015 1 69. 4 
Signal 18, 182 43 
Armies - bai sos ob tum 16, 623 172. 
Office of Naval Research 


oe we 
© 7 to 
RS Ce ao PS SO ee DD 


wei) 


Bureau of Ordnance. 
Military Sea Transportation Serviee 
Bureau of Doeks.- - - --- : 
Marines. 

NE BE, creneeocateneses 
Bureau of Aeronautics__- 

Bureau of Personnel ; 

Bureau of Supplies and Accounts 
Air Materiel Command 
Other Air Force commands 
Armed Services Petroleum 


Purchasing | 


925 
8, 479 
18,873 
130, 330 
9, 938 
34, 135 
14, 038 
455 
65, 444 | 
90, 584 
83, 559 | 


1 97. 
195.5 
5. § 
199 
41 
56. 
1 QR 
1100 
59 
175.5 


179 


19.2 


2100 
278. £ 
271.5 
19. ! 
17. 3 
45 
2100 
2100 
43. 
2 93. ¢ 
38 


405, 152 | 38.2 | 


1 Activities placing a relatively large share (more than 60 pereent) ef potential with small business. 
2 Activities making relatively heavy use of negotiation. 


The above table illustrates several points germane to our study. 

1. There is a wide difference of practices and of results obtained among pro- 
curement activities and these differences are lost in departmental averages 
which largely obliterate what is characteristic and significant about the indi- 
vidual procurement activities. 

2. An exclusive use of negotiation with little or no synopsizing fer items in 
the potential has functioned to place 98 to 1060 percent of the awards of some 
activities with small firms. Small business can prosper in cases where either 
advertising or negotiation is predominantly used and can do relatively less well 
in either ease. 

So far as procurements in the small-busines potential are concerned, the sta- 
tistics on awards to small business, on the use of advertising as the method of 
procurement and on the securing of publicity via synopsis indicate that a com- 
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petitive opportunity is given to small business to secure awards of items in the 
potential on a far broader scale than some have supposed. 

The volume of awards of items in the potential placed with large business 
by negotiation and without synopsis (though not without having solicited pro- 
posals from known small-business sources) is indicated below. 


Percent of small-business potential procured from large business by negotiation 
and without synopsis—New procurement actions of $10,000 or more 


[Dollar amounts in thousands] 


Potential 


To large business by negoti- 


ation and without synopsis 





Total 
Amount Percent of 

total potential 

Ti ee eee anne nnn ae | $412, 754 $23, 621 5.7 
Ses SE a os ere cw ambab biehnnabhdbal 282, 617 19, 432 6.9 
I cere cota a ae a ee Ba Ba 124, 143 21, 214 17.1 
Armed Services Petroleum Purchasing Agency. -.............- 405, 152 27, 402 6.8 
I steal ret eeihheedintidahiah ean) | 1, 224, 666 91, 669 15 


Reasons why small business did not secure that part of the small-business poten- 
tial procured from large business by negotiation and without synopsis—New 
procurement actions of $10,000 or more 


[Dollar amounts in thousands] 


Potential to large business, by negotiation and without synopsis 





| Small 
Small Small Small business bid 
business did business bid | business bid | rejected after 

Total not submit | was not low was not facility 

id responsive capability 

report 
a ee |] 
OT cnet eemickbetponsas $23, 621 $9, 986 $13, 351 $227 $57 
SN cic gictaseab ARN wcieatecinapacdinss toni manarsnions 19, 432 2, 035 16, 989 408 0 
IN oe he 21, 214 3, 691 9, 612 3, 849 4, 062 

Armed Services Petroleum Pur- | 
chasing Agency-...............-- 27, 402 1, 781 25, 621 0 0 
UE ath bcnncenccedtiboneds 91, 669 17, 493 65, 573 4, 484 4,119 
I cache 8 cacntandbenechics 100.0 19.1 | 71.5 4.9 4.5 
CONCLUSIONS 


The use of negotiation by the military departments did not operate to restrict 
small-business participation in defense procurements during the 4-month period 
which was the subject of this study. 

1. Use of negotiation to accomplish procurements under $10,000 was not detri- 
mental to the interests of small business. 

2. Use of negotiation in procurements over $10,000 for items not obtainable 
from small business does not limit small-business participation. 

8. In the area of items in the potential and procurements over $10,000— 

(a) The military departments make extensive use of advertising. 

(b) The military departments give extensive publicity to procurements via 
synopsizing. 

(c) On the average, small business wins as large a share (in the area of 
supplies and services as distinguished from construction it wins a larger 
share) of the potential procured by negotiation as it does of the potential 
procured by advertising, although the latter is more often synopsized. 

(d) Small business loses a smaller share of the negotiated potential than 
of the advertised potential to large-business price competition. 

(e) Small business loses a smaller share of the negotiated potential than 
of the advertised potential through failure to make a bid. 
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Aprenprix II 
DEPARTMENT OF THE ARMY 


Tas A. PoLicres AND PROCEDURES 


1. AR 715-3, dated February 29, 1956, subject: Department of the Army Small 
Business Policy. (Retained in committee files.) 

2. Army Procurement Procedure, change 6, dated January 6, 1955, part 7, sec- 
tion XXX, subject: Army Small Business Policy and Procedure. (Retained in 
committee files. ) 
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Tas B-2. Smatzt Business, Net OsBticATions Basis 


Department of the Army procurement action report, continental United States, 
for the period July 1 to Dec. 31, 1955° 


[Dollar amounts in thousands] 


i , 
| Technical services | Armies Total, continental 
United States 


Amount /|Percent}) Amount iPercent) Amount Percent 


eo — 


. Small business 44.1 | $60,419 | 67.5 $646, 690 45.6 


(a) Advertised 19.7 23, 482 26 4 285. 727 wD 
(0) Negotiated d 360, 963 25 


-.« 


. Other than small business | ; 4 2% 772, 365 54 


(a) Advertised 158, 479 10.6 168, 005 11 
(6) Negotiated 584, 765 0} 19, 595 21.9 604. 360 42.6 


. Total, 1 and 2 above 1, 329,515 100. 89,540 | 100.0 1, 419, 055 | 


453, 732 | 


(a) Advertised 420, 724 33, 008 
5 5 965, 323 | 


(b) Negotiated | 908, 791 


. Work performed outside United States —— 
5. Interdepartmental 
6 


1 Includes Territories and possessions. 
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Tan B-3. CONSOLIDATED COMPILATION 


Department of the Army obligations during period July 1 to Dec. 31, 1955 




































































Dollar value Percent Number of | Percent 
actions 
sR sini ce. cdinacaminciamed $1, 647, 947, 000 100 ‘iin en si 779, 561 100 
(a) Total awarded by negotiations.......-.- ~ 1, 171,806,000 | 71 (of D....-. 730,456| 94 
Negotiated by law 2 (c) (9)....--------- 195, 828, 000 | 12 (of I)....--- 37, 222 5 
Negotiated by law 2 (c) (3)......------- 81, 902, 000 | 5 (of I).------- 644, 938 83 
Balance negotiated. ................-.-- 894, 076,000 | 54 (of I) .- ; 48, 296 6 
(6) Total awarded by formal advertising...| 476, 141, “000 | 29 (0 (of D.. Te — +. -. 105 | 6 
II. (a) Total new procurement................----- ~~ 1,647, 547, 947, 000 | “100... 779,861 | 100 
(6) Total awarded to small business-_-------- wa 665, 261, 000 | “40 (of ( (a). a =! "622,327 | 80 
(1) Negotiated.............. iis _.| 374, 201,000 | 56 (of (b))..._- | 580, 615 93 
(2) Formal advertising-..........-.-.-. 291, 060,000 | 44 (of (b))...-- | 41,712 7 
(c) Total awarded to large business... ......- | 982, 686,000 | 60 (of (a)).....| 157,234 20 
(1) Actions under $10,000_ a 87, 266, 000 | 9 9 ‘(of  ) re 151, 562 96 
(2) Small business not asked to bid... --| 649, 417,000 | 66 (of (c)) 3 
(a2) No known small-business | 
SONTOG. <1. Secrdsceancana 146, 496, 000 | 23 (of (2)) 
(6) Sole sources (large) sudibcnsba 502, 921,000 | 77 (of (2)) 
(3) Small business had opportunity to | 
DN NR iciscisciscahnnecceetccbescbecaealenmnee 246, 003. 000 | 25 (of (c)) 
(a) No bid received from small 
LE 43, 272,000 | 18 (of (3)) 
(6) Low bid not from small 
0 See ee 194, 609,000 | 79 (of (3)) 
(c) Low bid from small busi-— 
ness not responsive... --_- 3, 030, 000 | 1 (of (3))....-- 
(d) Low bid from small busi- 
ness rejected on basis of | 
preaward survey...-......- 5, 092, 000 | 2 (of (3))....-.- 
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Tas B-7T 


Department of the Army procurement (new), by type 
Dec. 31, 1955——$10,000 and over 


Actions 





Total Small Large 
business | business 








= 
——-— 
1. Firm fixed price_..-.- ne ; 12, 402 7, 353 5, 049 
2. Fixed price, escalation - 236 158 78 
3. Fixed price, redetermination ..-_---.--- 437 348 89 
4. Fixed price incentive type - - - oii 19 ll 8 | 
Oi ee ai al 203 34 169 
ic A on ee siege eee 6 
7. Cost plus a fixed fee_._...__-- ‘ 329 78 251 
8. Cost plus incentive fee....-. . tee 6 
9. Time and materials..........--- oe 33 17 16 
= | ee 1 © Eedetete 
a sccicciataiate ite ih tied anak 13, 672 8, 000 5, 672 





of contract, July 1 to 


Dollar value (in thousands 





Large 


Total | Small 
business 


business 





| 











812, 744 430, 843 | 381, 901 





99,529] 4,721 94, 80S 
270,054; 10,476 259, 578 
504 | 220 2s4 

27, 296 6, 696 20, 600) 

1, 362 |........ 1, 382 

141, 620 | 12, 163 129, 457 

"5 == 860) 

3, 616 1,015 | 2, 601 

| 3, 993 45 3, 948 


1,361,598 | 466,179 | 895, 419 








AALAAALALASA 
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Tas B-S 


artment of the Army contracts in continental United States, distribution 
States, July 1 to Dec. 31, 1955—$10,000 and over 


Actions Dollars (in thousands 


Total Small Large Total Small Large 
business business business _ busines 


137 5 &3 

6 { ll 

52 

fornia ; 2, 524 
ulo . 132 
necticut antag 123 
sware 26 
strict of Columbia 129 
i 139 


as 


_ 
wo 


—7To= 


ina 
ee 
Kansas 
Kentucky 
lisiana 
Maine 
Maryland s 
Massachusetts - - 
Michigan 
Minnesota. 
Mississippi - - - 
Missouri_- 
Montana. - - 
braska 
rth Dakota- - f : . 
ew Hampshire ; : : 515 
ew Jersey. -.--- = 5 ‘ 24: , 288 
ew Mexico.. wie } j , 814 
New York | » aoa 212, 72 
North Carolina ; cies A ‘ , 037 
Nevada... a 3 7 : f , O88 | 
Ohio : ; Sis ‘ , 72 
Oklahoma noe Sats a 55 | ; 5, 619 
Oregon.....-- c | ) 2! 5, 145 
PORRIIiankd. saccncasccenes 56 373 | | 80,291 
Rhode Island as : eis | 22 | ; 3,779 
South Carolina a ee é 5 : ¥, 928 
South Dakota ---.--- Se d : , 831 
rennessee _ _ . i eee 9 | 5§ ; 9, 535 
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Tas B-10 


Depart» ent of the Army procurement (new, $10,000 and over), July 1 to 
Dec. 31, 1955 


Actions 


Total | Per-| Small Large 
cent business | busines 


Synopsis of procurement, ASPR 
2-206 
1. Synopsized 
2. Not synopsized 
3. Not synopsized per ASPR 
2-206. 1 (g)-..- et SEE 


Total__. 


Industrial mobilization: 
Contract entered into for 
industrial mobilization: 
Be exces 118 
13, 554 
ent .| 13, 672 


Planning status: 
1. Planned producer, planned 
item __. ia ee nt des 595 
. Planned producer, not 
planned item__- yer 581 
3. Not planned producer, 
planned item_ sae 412 
. Not planned producer, not 
planned item.-_.............| 12,084 


WON. 322232 so ee 


Security classification: 
1. Unclassified... __- 
2. Confidential ___-_- 
3. Secret ......- 
4. Top secret 


Tot 13, 672 100 8, 000 





Tap C. PREPARED STATEMENT OF THE DEPARTMENT OF THE ARMY—ADVERTISED 
VERSUS NEGOTIATED PROCUREMENTS 


WASHINGTON, D. C., May 23, 1956 

The objective in Army procurement is to obtain the proper quantity and quality 
of supplies and services at the time required in the best interest of the Govern- 
ment, price and other factors considered. The method of procurement to be 
used, that is, formal advertising or negotiation, depends upon the circumstances 
of each situation, such as, the dollar value and complexity of the item, definite- 
ness of specifications, number of suppliers, time available to effect purchase, etc. 

Generally. the following conditions are necessary for formal advertising : 

(a) Items manufactured on a widespread basis. 

(b) Interested bidders. 

(c) Firm and definite specifications. 

(d) Market conditions which encourage potential suppliers to bid. 
(e) Adequate time for the formalities required. 

Competition exists in negotiated procurements as well as in advertised procure- 
ments. Private industry in making purchases uses the negotiation procedure 
almost entirely and obtains a high degree of competition. In many instances 
the Army seeks proposals from as many suppliers under the negotiation method 
is would be solicited under the formal advertising method. In negotiation 
ower prices may be obtained through the diligent effort of the contracting officer 
after he has received the initial proposals. This bargaining, which is conducted 
vith complete fairness to all suppliers who submit an offer, cannot be accom- 
plished under the formal advertising procedure. 
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Claims have been made that the use of negotiation restricts the participation 
of small business in Army procurement and that an increase in the use of forma! 
advertising would result in an increase of the share for small business. Army 
experience, however, indicates that such is not the case, and that, in effect, 
negotiation may be helpful rather than harmful to small business. In order t 
make a valid comparison of negotiation and formal advertising and to study 
properly the effect of these methods on small business, procurements beyond the 
capabilities of small business should be excluded from consideration. For this 
purpose, procurements have been divided into three categories as follows: 

I. Procurements under $10,000. 
If. Procurements over $10,000 for which IFB’s or RFP’s are sent to 
small-business concerns (the small business potential). 

III. Procurements over $10,000 which are not offered small-business con 
cerns either because they cannot, physically or technically, supply the re 
quirements, or because other considerations of a military nature require 
placement with specific large concerns. 

Chart 17 shows the portion of procurement awarded to small business in each 
of these categories for the first 6 months of the fiscal year 1956. 

Category III involves the procurement of items of substantial dollar value. 
Small business, however, receives no portion of the procurement in this classi- 
fication for the reason that it cannot supply the items. Therefore, this category 
of items is not in the potential area for small business and should be eliminated 
from the study for the purpose of determining the effect of negotiation and 
formal advertising on the share of procurement awarded to small business. In 
order to protect the interest of small business, small-business specialists of the 
Army and representatives of the Small Business Administration continually 
screen proposed procurements to determine whether small business concerns can 
supply the items. 

In category I, 70 percent of the dollar value of procurement actions under 
$10,000 went to small business. Negotiation is used extensively for procurements 
in this category, primarily in procurement actions of $1,000 or less which account 
for approximately 90 percent of the number of all procurement actions. In 
procurement actions of $1,000 or less simplified purchase procedures are em- 
ployed. The use of such procedures is considered to be very much in the interest 
of small business and the large share of these purchases going to small business 
indicates that the method of making them is not prejudicial to small business. 

Category II, concerning actions of $10,000 or more in the small-business poten- 
tial, is the area of greatest opportunity for small business to share in procure- 
ment. It is in this area that small-business firms can supply items involving the 
greatest dollar value of procurement. Small-business concerns who are suc- 
cessful in obtaining contracts should benefit to a greater extent by less admin- 
istrative work and a larger volume of items for each procurement action as com- 
pared to the actions in category I. 

Chart 18 shows the share of procurement awarded to small business by formal 
advertising and by negotiation for actions of $10,000 or more in the small- 
business potential during the first 6 months of fiscal year 1956. Small business 
was awarded, in dollar value, 60.5 percent of procurement by the formal adver- 
tising method and 73 percent of procurement by the negotiation method. There- 
fore, in the category of the greatest potential, small business was more successful 
in competing for items purchased by the negotiation method than by the forma! 
advertising method. 

In summary the following conclusions are made: 

(a) Negotiation as used by the Army is competitive. 

(b) Small business gets a greater share of Army procurement from the nego- 
tiated method than from the formally advertised method. 

(c) Small business gets more than 65 percent of the dollar value of Army pro 
curement from the area within the small-business potential. 
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mplemented by e Ly rtment of Lr 
ense Directive 3005.3 dated December 7, 1954. The De of tl \ 
as currently implemented this directive by part 8, se XXX, Ari 
irement Procedure and Logistics Dire Ve 2—F15 t J a ’ 
losed ). 
In response to the conclusions and recommendations wl 
(‘ommittee on Small Business, Report No. 1272, the Departmen f 1) \ 
as intensively pursued a subcontracting program in kee] Dey 
Defense Directive 4100.20. The implementation of this directive h 
neorporated in the policy of the Department of the Ar AR 7 
February 29, 1996) with an earnest endeavor to assist sm: ess firms 
phase of procurement. The effectiveness of both the Log cs Db i 
1 the Army Smal! Business Subcontracting Policy AR 715 is ‘ 
the enclosure relating to preferential planning list of end items, 
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DEPARTMENT OF THE ARMY, 
OFFICE OF THE DEPUTY CHIEF OF STAFF FOR LOGISTICS, 
Washington, D. C., January 20, 1956. 
LOG/E1 66295 


Logistics Directive No. 42-715 
MAINTENANCE OF THE MOBILIZATION BASE 


(Reports Control Symbol Log—25) 


(Effective until February 28, 1958 unless sooner rescinded or superseded ) 


1. References: 

(a) Office of Defense Mobilization DMO VIII-7, as amended. 

(b) Part 8, section XXX, Army procurement procedure. 

(c) DD Directive No. 3005.3, December 7, 1954. 

2. (a) Reference 1 (a) prescribes Government policy for maintaining the 
mobilization base and state that: 

“1. Procurement agencies shall integrate current procurement with their 
industrial mobilization plans to the greatest possible extent with the objec- 
tive of supporting the mobilization base within authorities and funds avail- 
able. 

“2. Data assembled on essential mobilization suppliers by the industrial 
mobilization planning of these agencies shall be used in Planning current 
procurement. The policy of using contractors and facilities essential to the 
mobilization base is considered to be in the best interest of the Government. 
Suppliers that are deemed to be part of the mobilization base normally will 
be invited to participate in appropriate current procurement.” 

(b) Department of the Army policy on integration of current procurement 
and industrial mobilization plans is contained in reference 1 (b). 

(c) Reference 1 (c) requires review of proposed procurement of items con- 
tained in the preferential planning list and that responsibility for such review be 
miintained at the level of the procurement secretaries or their authorized de- 
sicnees. This review, in furtherance of the policy quoted under paragraph 2 (a) 
ar to integrate current procurement with military mobilization plans, will con- 
sic er the following factors: 

(1) Maintaining multiple sources of supply. 

(2) Geographic dispersal. 

(3) Avoidance of undue concentration of contracts in a few leading sup- 

iers. 

(4) Multiple awards. 

(5) Preservation of essential skilled-labor forces. 

(6) Utilization of existing open industrial capacity. 

(7) Preservation of essential management organization and know-how. 

(8) Maximum subcontracting. 

(9) Any other factors relevant to maintaining a sound mobilization base. 

3. By direction of the Assistant Secretary of the Army (Logistics), Chiefs 
of teclinical services are appointed as the authorized designees responsible for 
review of those items on the preferential planning list that are the procurement 
responsibility of their respective services. Chiefs of technical services may 
delegate responsibility for this review to general officers of their choice.. 

4. Each Chief of technical service will: 

(a) Review proposed procurements of items on the preferential planning list 
considering the factors listed in paragraph 2 (c) above. 

(b) Require the submission of a preaward report from field procurement 
offices in the form prescribed in enclosure 1 on all items reviewed. Reports 
submitted in accordance with this directive shall be classified as deemed neces- 
sary by the technical service. 

(c) Submit a preaward report on the selected items listed in enclosure 2 
through the Deputy Chief of Staff for Logistics to the Assistant Secretary of tlie 
Army (Logistics). Submit the required data in accordance with the format 
prescribed in enclosure 1. No award action will be taken on these items until 
approval by the Assistant Secretary of the Army (Logistics) through the 
Deputy Chief of Staff for Logistics is received. 
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missiles, rockets and associated equipment as listed in enclosure 
the heading “miscellaneous” ), follow these additional instructions: 
(a) Preaward reports covering such spare parts will be subi 
together with a statement of need, in those cases where the procurement 
exceeds $50,000. 
(b) Where immediate procurement must be made in order to 


(1) With respect to preaward reports covering spare parts 


main 


tain operational effectiveness, the $50,000 limitation may be exceeded as 
necessary. A report thereon will be made immediately through the 
Deputy Chief of Staff for Logistics to the Assistant Secretary of the 


i 
- 
A 


Army (Logistics) and will include the information prescribed by en 
closure 1 and a statement of need for these spare parts 
(d) Determine if procurement should be negotiated under the circumstances 
described in ASPR 3-216. If applicable, direct that negotiations be entered into 
under authority of section 2 (c) (16) of the Armed Services Procurement Ac 
of 1947, predicated upon determinations and findings executed in accord 
with existing regulations. 
(e) Direct that the policy contained in reference 1 (0) be applied 
curement action where use of 2 (c) (16) of the act is not proper 
By direction of the Deputy Chief of Staff for Logistics: 


t 


ance 


(Signed) KENNETH W, Fi 
Colonel. GN Execut 


PROCEDURES To INTEGRATE CURRENT PROCUREMENT WITH THE PRODUCTION 
ALLOCATION PROGRAM 


PART 8——PROCEDURES TO INTEGRATE CURRENT PROCUREMENT WITH THE PRODUCTION 
ALLOCATION PROGRAM 


30-801 Statement of policy—The following procedures are established to 
integrate current procurement with the production allocation program. They 
are applicable to all centracts for equipment and supplies in excess of $100,000 
As used in these procedures, a producer becomes a “planned producer,” and 
capacity becomes “allocated” when management has accepted a “Tentative Sched- 
ule of Production”’—MB Form 103 or DI) Form 405 or 406 (see step 11, p. 31 of 
the Production Allocation Manual). 

30-802 Procurement by negotiation.— 

(a) When it has been determined that procurement shall be by negotiation 
under any of the applicable sections of the Armed Services Procurement Act of 
1947 (Public Law 413, SOth Cong.), the contracting officer shall solicit quotations 
in accordance with section III of the Armed Services Procurement Regulation 
He will insure that planned producers of the item are appropriately included. 
The quotations shall be evaluated on the basis of normal business considerations, 
giving proper weight to such factors as price, quality, delivery, etc., as prescribed 
in the Armed Services Procurement Regulation. The extent to which produe 
tion allocation planning has progressed and the investment by the Government 
and the firm in such planning, will be factors for consideration. 

(b) Subject to (a) above, the departments will endeavor to place contracts 
without requiring the use of Capacity planned for use by another military depart 
ment and accepted by management. No military department shall place a nego- 
tiated contract, having deliveries scheduled for a period in excess of 6 months 
after date of award of the contract, in capacity allocated to another military 
department without prior approval of the department to which the capacity 
has been allocated. If conflicts arise which cannot be settled by mutual agree- 
ment, they will be presented to the Department of Defense for resolution. 

30-803 Procurement by formal advertising—When procurement of any item 
is to be by formal advertising, the contract may be placed without regard to 
schedules developed under the production allocation program. However, inclu- 
sion of planned firms in bidders’ lists is mandatory for planned items. 

30-804 Contracts in production planned facilities—When any contract, re- 
gardless of duration, is placed in a facility for which production plannu ng has 
been initiated, the ASPPO will be informed and will, in turn, keep all affected 
claimant agencies informed so that they make take, or in the event of an M-day 
be prepared to take, appropriate action. He will also notify them when, in his 
opinion, current procurement is of such nature of volume as to require a revision 
of production schedules. 
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30-805 Requests for production allocations.—For important military-type 
items, the departments will request a production allocation or will initiate a 
revision to an existing allocation, as appropriate, in the following circumstances : 


SUPPLEMENTAL PROVISIONS 


(a) When contracts are placed with facilities not included in the production 
allocation program. 

(b) When contracts are placed with facilities previously scheduled for other 
items. 

(c) Where contracts are placed with a scheduled facility but the rate of pro- 
duction substantially exceeds the planned rate of production. 


Tas E. PREPARED STATEMENT OF THE DEPARTMENT OF THE ARMY—PREFERENTIAL 
PLANNING List OF ENpD ITEMS 


Wastineton, D. C., May 23, 1956. 


The Department of Defense has previously submitted to this committee con- 
solidated remarks and study concerning the preferential planning list of items. 
This study was made with full participation by the Army. 

In planning for the logistical support of any future international incidents, 
the Department of the Army is relying primarily on private industry to produce 
the equipment required. An important peacetime function of the military depart- 
ments is to work with private industry in planning for industrial readiness in 
event of mobilization. The production allocation program is one of the major 
programs employed to accomplish this purpose. This planning program is used 
by the military departments and private industry on a voluntary basis, and is 
designed to inform industry in advance of any future mobilization as to what is 
to be produced, by whom, and in what quantities. To accomplish this, the Depart- 
ment of Defense issued DOD Directive No. 4005.6, January 26, 1954, entitled 
“Production Allocation Program Planning,” which establishes: (1) the policy and 
basic guidance for production allocation planning ; and (2) the restrictive criteria 
for selecting items to be listed on the preferential planning list of end items 
(PPL). The selection of items for this list was accomplished through representa- 
tives of the Departments of the Army, Navy, Air Force, Maritime Administration, 
and Office of the Secretary of Defense. 

‘The preferential planning list consists of approximately 1,000 end items (Army 
296) plus their components. It was developed primarily to focus the mobiliza- 
tion planning attention of the military departments (and other agencies) on the 
items for which advance planning with industry will yield the greatest returns 
toward industrial preparedness for a future emergency. 

The following policy, which was restated in change No. 6, dated January 6, 1955, 
to Army procurement procedure, lists the specific aids for small business as 
applied to production planning: 

“(a) Smatll-business specialists assigned to current procurement offices are 
consulted regarding the ability and feasibility of small-business facilities to 
participate in specified mobilzation planning. 

“(b) Lists are employed similar to the current bidders list to ascertain new 
sources. 

“(c) Planning requirements have been divided into reasonably small lots to 
further the broad base concept and eliminate undesirable industry concentrations 
for single and multiple item planning. 

“(d) Multischedules are placed to the greatest extent possible, i. e., 5 different 
schedules are placed with 5 different suppliers rather than 1 schedule with a 
single supplier for 5 items. 

“(e) Consistent with the above avoid wasting skills. Place schedules in small 
facilities where maximum use of available manpower, skills, and equipment 
may be realized. Conversely, reserve large items or difficult mass production 
requirements for appropriate large size and volume producers.” 

In addition to the items listed on the PPL, the Army has established a planning 
list of other items using the criteria of the cited directive. According to Depart- 
ment of Defense policy, the iiems on the PPL must be given priority over the items 
on the Army departmental list in actual planning with industry. The combined 
Army lists consist of approximately 1,000 of the most important end items plus 
selected components for which production allocation planning is accomplished. 
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Tas G. PREPARED STATEMENT OF THE DEPARTMENT OF THE ARMY—SUBJECT; 
PrRoGRESS PAYMENTS 


Wasurinoron, D. C., May 23, 1956. 

Progress payments are defined and identified as those payments made to con- 
tractors on the basis of costs incurred before delivery as work progresses under 
a contract. Progress payments should not be confused with partial payments 
which are payments made for partial deliveries of completed items accepted by 
the Government. 

Department of the Army policies regarding the utilization of progress Dayments 
are based on an interpretation of the policies of the Department of Defense. 
Briefly, the Department of the Army considers that progress payments are some- 
times necessary and useful to supplement working funds available to defense con- 
tractors of all sizes and it is not and has not been the policy of the Department 
of the Army that the proper use of progress payments should be stopped or un- 
reasonably curtailed. 

Certain types of production contracts involve a long lead time or preparatory 
period between the beginning of work and the tirst delivery, and may require 
coutractors to make substantial predelivery expenditures that will have a ma- 
terial impact on the contractors’ working funds. Familiar examples include, 
umong others, contracts for complex electronics equipment, production machines 
and equipment, tanks and other items of heavy ordnance. Progress payments 
may be made on this class of contracts normally on the basis of not more than 
75 percent of total costs or 90 percent of direct labor and material costs of work 
done under the undelivered portion of the contract. 

As a general rule progress payments may be authorized at the request of the 
contractor concerned. Individual contracting officers are authorized in most in- 
stances to include provisions for such payments in contracts with suppliers who 
are known to be reliable, competent, and capable of satisfactory performance, 
to have an adequate accounting system and controls and to be in satisfactory 
financial condition. This authority extends to all contracts, whether large or 
small, and to all contractors regardless of size. Progress payments are not 
prohibited in the case of contracts involving small dollar amounts; however, in 
order to minimize administrative effort and expense, progress payments are 
generally discouraged on refatively small contracts of the stronger and larger 
suppliers. 

Any contractor who is performing under a fixed price contract may be eligible 
to receive progress payments if performance will be facilitated by such progress 
payments. Progress payments, based on an estimated percentage of completion, 
are customary on construction contracts. 

An analysis, as of December 31, 1955, indicates that of the total of 168 De- 
partment of the Army contractors receiving progress payments, 10s, or 64.3 per- 
cent, of these contractors fall within the small-business category. 
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GOVERNMENT PROCUREMENT 


Tarn H. PREPARED STATEMENT OF THE DEPARTMEN1 


PROCUREMEN 


WASHINGTON, LD. C., May 

The single-service procurement program, in which the Army participates \ 
the Navy and the Air Force, is a program monitored by the Department 
Defense. Assignments of items under the program, together with policies and 
procedures governing the program, are promulgated by the Assistant Secretary 
of Defense (Supply and Logistics) in collaboration with the three mi 
departments. 

Complete information concerning the scope of the single-service procure 
program was presented to the Senate Select Committee on Small Business 
the Assistant Secretary of Defense (Supply and Logistics) on April 17, 1956 

With respect to procurements effected by the Army to carry out its purchasing 
responsibilities under the single-service procurement program, small business 
is afforded the very same opportunities to participate as under other 1 
of procurement operations, 


orms 


TaB I. PREPARED STATEMENT OF THE DEPARTMENT OF TIII 
CRITERIA 


WASHINGTO® 

The term itself and the application of the old criter 
in the Department of the Army. 

A determination that certain items, and in some incide! ! 
ments, are not susceptible of accomplishment by small-business firms is intl 
arrived at by the contracting officer, the Army small-business specialist or repre 
sentative and/or the Small Business Administration procurement representative 
Consequently they are not considered in the potential area. The balance of 
items are considered on an equitable basis wherein small-business firms are to 
receive an equitable opportunity to compete for the items and/or procurement 

The suitability method is not a proper method of reviewing proposed procurt 
ments and analyzing statistics because of the human element involved. Neither 
is the method of reporting a percentage of the potential a realistic method of 
reporting participation. It has always been the earnest desire and policy of 
Department of the Army to report the actual percentage awarded to small busi- 
ness of the actual obligated procurement. 


Tas J. PREPARED STATEMENT OF THE DEPARTMENT OF THE ARMY 
ARMY SMALL BUSINESS SUBCONTRACTING PROGRAM 
WASHINGTON, D.C., May 23, 1956 

In June 1955 the Department of the Army implemented its small-business sub 
contracting policy in Army Circular 715-1. This policy was given broad dis 
tribution through the technical services and the ZI Armies. On February 29, 
1956, the purchasing policy was stated in AR 715-3 and distribution was made 
to all offices and personnel connected with procurement. 

The Assistant Secretary of the Army for Logistics wrote personal letters to 
some 300 Army prime contractors, calling their attention to the Army policy on 
subcontracting to small-business firms and urging the companies to adopt the 
program and appoint an executive of their firm as small-business liaison officer 
(copy of letter attached). As additional firms became Army contractors they 
too were urged to adopt the program and appoint an official contact (copy of 
letter attached). Out of 447 firms urged to adopt the program 212 responded 
and named an official of the company or plant (chart 19 attached). 

The attached booklet is a recent compilation of Army prime contractors who 
have received prime contracts of $1 million or over, from July 1, 1954, through 
March 31, 1956. Forty-six percent of the companies are small-business firms; 
53 percent are large business; and 1 percent are nonprofit organizations. Of the 
total firms listed 48.8 percent have appointed liaison representatives in accord- 
ance with AR 715-3, dated February 29, 1956. 

Besides urging prime contractors to adopt the Army program, the Army still 
includes in all contracts over $5,000 where practicable a subcontracting clause 
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(chart 20) in keeping with the provisions of ASPR 7-104.14, subject: Utiliza- 
tion of small-business concerns. 

The Army requested 12 prime contractors to voluntarily submit information 
indicating what percentage of the dollars they receive in defense prime con- 
tracts are subcontracted to small-business firms as subcontractors and suppliers. 
Chart 21 covers the 12 companies by letters A through L and the corresponding 
percentage reported by each. Because the information was requested on a 
voluntary basis the names of each company are not revealed. 

One of the prime contractors complied with a request to furnish more detailed 
information; that is, number of small firms and dollars subcontracted to them 
and number of large tirms and dollars subcontracted to them (chart 22). 

In addition to the aforementioned the attached list of small-business firms 
receiving prime contracts of $1 million and over is attached. The name of the 
company is shown together with a brief title of the item procured, whether the 
contract was placed by formal advertising or a negotiated procurement and 
the dollar amount of the contract. 

The total awards of prime contracts of $1 million or over to small-business 
firms, from July 1, 1955, through February 29, 1956, amounted to $188,235,838. 


Tas J—1. Mr. Higarns’ Lerrer to PRIME CONTRACTORS 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE ASSISTANT SECRETARY, 
Washington, D. C., October 21, 1955. 


GENTLEMEN : By your past action and deed, you have demonstrated an interest 
in the maintenance of small business by subcontracting throughout our country. 
We, too, here in the Army have a vigorous small-business program. Am sure 
you will be interested to know that in fiscal year 1955, ending June 30, 36 percent 
of total Army procurement was placed with small business. Accordingly, they 
are an important segment of our mobilization base. 

This communication is to review this important subject with you. Possibly 
you may wish to take a current reading of your company’s subcontracting activi- 
ties with small business. In this connection, I have taken the liberty to enclose 
Army Circular 715-1, setting forth our policy in this area. Needless to mention, 
your cooperation will be very much appreciated. 

On behalf of the Army everywhere, may I express to you and your associates 
our grateful appreciation for the part you have played in assisting us in the 
Nation’s security and our precious way of life. 

Sincerely, 
¥F. H. Hieerns, 
Assistant Secretary of the Army (Logistics). 


Tas J—2. LETTER TO EACH PRIME CONTRACTOR RECEIVING AN AWARD OF $1 
MILLION oR OVER 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE Deputy CHIEF OF STAFF FOR LOGISTICS, 
Washington, D.C. 

GENTLEMEN : It is the desire of the Department of the Army to assist small- 
business firms to participate in the defense dollars being spent by the Army. 

Heretofore and currently the Army stresses, by contract clause, the impor- 
tance of assisting small business, in the subcontract field. In June of 1955 
new emphasis was placed on this subject as evidenced by the enclosed Army 
Circular 715-1. 

This circular urges your company to adopt the Army small-business subcon- 
tracting program and to appoint an executive of your firm or plant as small- 
business liaison officer. 

We would appreciate your advising us the name, title and mailing address of 
the executive (s) you designate. 

Very truly yours, 
J. W. ASKINS, 
Army Small Business Adviser. 
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Tas J-3 


Department of the Army, subcontracting program 
” er 
Sanne 
Army prime contractors requested to comply with Army policy on sub- 
contracting to small business and appointment of a liaison officer (Army 
cireular 715-1) (Army Regulation 715-3) 
Those who have responded 


TaB J—4. SUBCONTRACTING CLAUSE UTILIzeEp In Every Contract Over $5,000 
WHERE PracricaL (ASPR 7-—104.14) 


UTILIZATION OF SMALL-BUSINESS CONCERNS 


(A) It is the policy of the Government as declared by the Congress to bring 
about the greatest utilization of small-business concerns which is consistent with 
efficient production. 

(B) The contractor agrees to accomplish the maximum amount of sub-con- 
tracting to small-business concerns that the contractor finds to be consistent 
with the efficient performance of this contract. 


Tas J-5 


Department of the Army, subcontracting by primes to small business (voluntary 
information) 

‘ Percent to 

Company : small business 


Subcontracting by an Army prime contractor 


| Suppliers Payments 


Number |Percent! Amount Percent 


1955 


Large business 
1954: | 
Small business | . 82 | 
Large business. .-...--.-- ae 18 | 


: | 
Small business 86 | $3 

| 604 14 | 

j 
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Army prime contracts with small-business firms of $1 million and over, first 
months, fiscal year 1956 (July 1, 1955, through Feb. 29 


Company 


Davis-Standard Sales Corp 
W. E. Best & Joe A. Best, Jr 
Jos. D. Bonness, Ine 


Campbell & Kay--. 
Dean Construction Co., Inc 
Farm-Rite Implement Co 
Hyde Construction Co 


International Fermont Machinery Co-- 
M. M. Sundt Construction Co 
Cline Electric Manufacturing Co__- 
Fort Pitt Packaging Co., Inc_-- 
Supreme Products Inc 
Carpet Distributors Corp 
The Douglas Corp 
Kleinschmidt Laboratori 
Do 3 sis 
Planet Construction Corp 
Southern Pipe & Casing Co 
Sovereign Construction Co. Ltd 
Spearis, Preston & Burrows, Inc 
Checker Cab Manufacturing Corp-- 
Pacific Ports Industries, Inc_- 
Levin Bros., Inc__- 
Henderson, Black & Greene, 
Atlantic Manufacturing Co 
Fred R. Comb Co.. 


4 Inc se 


Inc. 


Electrie Service Engineering Co 
Farm-Rite Implement Co-___- 

John Reiner & Co- 
Klug 


& Smith Co__._- 


Tandy & Allen Construction Co-- 
Fraser & Johnston Co___- 
James Burton Co_- 


Eckert-Fair Construction Co- 
The Ferber Co 


George A. Rutherford Inc 
Albert Furniture Co 

Bennett Construction Co . 
Associated Construction Co_--.- 


Gaasland Co., af 
Port Construction Co-_-- 
Aerial Products, Inc_ 
Joseph E. Bennett Co., Inc 
John R. Hollingsworth 
Siegfried Construction Co---- 


Pace Corp. 

ay Construction Co rp 
R. Cianchette a 

South ern Construction Co. , Ine 

Ray Wilson Co 


Page Communications Engineers__- -- 


Heckethorn Manufacturing & aapeer:* Co. - 
Do 


Alexander Construction Co., Inc___- 


Charles Harris Co 
Jaress Construction Co., 


Albert A. Lutz Co., Inc 
Southern Roadbuilders, Inc. 
Ballenger Paving Co-___- 


inca Metal Products Corp_- 
J. Hilbert Sapp, Inc 


GOVERNMENT 


| Construction at 


| Special 


| Construction of 2¢ 


| Construction of 


| Constructio 


| Construction at 
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Tas J-7 


wi, 


Item 


Extruding machines 

Construction at Fort Hood 

Construction of AFRTC 
Base. 

Construction at Holloman ADC _ ‘ 

Construction at McGuire Air Force 
Base. 

Tank, steel 

Construction at Little 
Base 

Geners stor sets... 

Construction at Yuma Airport 

Gun, automatic 

Group G, H, and J or dnance material 

Fuse, b ymb 

Carpet, cushion 

Poncho, nylon. -- 

Teletypewriter set AN/FGC-25 

Teletypewriter components 

Construction of hospital 

Tube, steel 

Boiler plant and steam lines 

Rehabilitation of piers (N YPE)-- 

Chassis, trailer 

Cleaning, processing, 

Davenports and chairs 

Barracks, remodeling --_- 

Generator sets 


Rock Air Force 


Glasgow Air Foree 
Base. 

Generator sets 

Tanks, steel 

Generator sets ‘ 

Construction of antiaircraft 
tactical facilities 

Construction of sto 

Adapter, cluster 

antiaircraft 

lated work. 


rage facilities 
artillery 


j3-man barracks. - 
Construction of special antiaircraft 
facilities, 
Addition to 150-bed hospital_- 
Bedsteads and chests 
Construction of barracks 
Construction of antiair« 
facilities 
Construction in 


Ts ft artillery 


Alaska- 


F use " comb 

antiaircraft artillery 
facilities, 

Frequency 
switches. 


changers and drum 


n of antiaircraft artillery 


facilities. 


| Shell, illuminating 


Construction at Air Force base___- 

Construction at Dow Air Force Base 

Maxwell Air Force 
Base. 

Construction at antiaircraft 
site. 

Conduct engineering survey 

Motor metal parts assembly - - 

Casing, bomb 

Rehabilitation of Kindley 
Base. 


artillery 


| Central heating plant 


Construction at Kinross Air 
Base. 

Construction at Seymour Johnson 

Construction of parking apron 

Construction at Turner 
Base. 

Locker, metal 

Construction at 
Base. 


Patrick Air Force 


and packaging --_| 


artillery 


and re 


Air Force | 


Force | 


Air Force 


1956) 


at Air Force | 


tye 


> e 


PAP r rrr re ZAZrZAZer 


Ay 


» 


A 
A 
A 
A 
A 


dl a al 


PPP 


Z 


ZZ 





» 


» 


» 


rrr Fr PP 


ZA 


Value 


Jill 


pt et et ee tt tt Ot et 
ows on © ty w ty * a 


669, 


hoe 
ty al 


ie J 


— 


ee 
on BS OS 


Ny 


354 


4s 


, 694 


2, 348 
3, 472 
205, 263 
995, 835 


, OU 
, 490 


58, BGS 
567, 500 


—1¢ 685 


997, 100 


88, 000 


54, 10¢ 


56, 687 


, 971 


79, 325 


8. 200) 


2, 440 


2, 621 
s. O54 
5, 408 
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irmy prime contracta with small-business firms of $1 
months, fiscal year 1956 (July 1, 1955, through Feb 


Tyler Co. and Hyde Construction C Construction at | 
schmidt Laboratories, Inc Modification of Ge 
teletypewriter sets 
ied Insulation C Radiosonde AN/AM 1 
I. Boyle & C Construction special 
tillery 
iderlik-Locke Co. and Myers Bros Construction famil 
ver, Ltd Construction 
Groves & Sons Co Constructior 
and jet fuel st 


bert E. Ellis--- 


A. Loving & Co ‘ nstruct 


ithern Roadbuilders, Inc onstruction 
] } ine f 


lio Receptor Co., Ine 
rd & Rand, Inc 


‘onstruction Co ‘onstruction i 

tillery and related 

ithe, Ing ‘onstruction runw 

pavement strengt! 

itheastern Construction C¢ Construction of fan 

ithern Roadbuilders, Inc Construction of run. 
lighti wilitic 


i Construction C 
‘ton Co hell, HE, 90MM, N 
} ‘oO tructio rl 
‘onstrnectior 


} 


rimmons 


sal Construction Co., inc ‘or 
Development Co Modifi 
Ford Co Const 
B 
icon Constructors of Massachusetts, Ine ‘onstruction at Fort Ds 
zina Construction Co ‘onstructi it Ellswortl 
Base 
» Construction Co ‘onstruction at Hollo 
Base 
R. Comb Co ‘onstructior 
Force Bas 
rlik-Locke Co. and Myers ‘onstructior 
v Johnson Co E } truction 
Base 
r Construction Co ‘onstruction 
artillery 
‘onstruction 
Sundt Construction Co ‘onstruction 
d Construction Co 


rson Construction Co 


‘onstrt ctor 
facilities 

Weitz Co., Ine Modification of wi 
F. White Engineering Corp-.- Construction at 
Force Base 


g ha’ 
tH 


Total amount for the first 8 months, 
fiscal vear 1956, ending Feb. 29, 1956 


\ denotes advertised; N denotes negotiated. 


Tas J-8 


Partial listing of all Army prime contractors (AR-715—-3, dated February 29 


1856). (Retained in committee files. ) 
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Tas K. Preparep STATEMENT OF THE DEPARTMENT OF THE ARMY—SUBJEC! 
RESEARCH AND DEVELOPMENT 


WASHINGTON D. C., May 23, 1956 

1. It is the policy of the Department of the Army to award research and develop 
ment contracts to the firm submitting the best offer, price and other factors con 
sidered, regardless of the size of the firm, provided the firm submitting the bes: 
offer has the requisite engineering, technical, and financial capability to perforn 
the desired services. 

2. It is also the policy of the Department of the Army to secure to the maximun 
practicable extent coordination and continuity between research and development 
programs and subsequent production programs for items resulting from Go\ 
ernment-sponsored research and development activities. In the placement and 
administration of research and development contracts, contracting officers a: 
instructed to make no commitments to contractors with respect to subsequen 
production contracts because it is essential that the Government be completel) 
free to select the production contractor as the best interests of the Government 
may dictate. 

3. Entering into a supply contract with a research and development contracto: 
has certain advantages from the point of view of both the contractor and thx 
Government. When advantage to the Government is clearly demonstrated, sub 
sequent production contracts are placed with the contractor performing resear 
and development of the item being procured. A research and developmen 
contractor, in order to obtain a supply contract, must have sufficient financia 
technical, and equipment potential to perform satisfactorily under a supply ¢ 
tract and must, as a general rule, be competitive as to price. 


Department of the Army, research and development prime contracts with all 
business firms, first 6 months fiscal year 1956 (July 1 through Dec, 31,1955) 


Actions | Percent-| Obligated | Perc 
age dollars ag 





Total r 5g 100.0 $85, 607, 000 


Smal] business-: : oe ‘ 42.4 | 12,029, 000 
Large business Salaus bisa ee aii ceca 57.6 | 73, 578, 000 


Tan L. PREPARED STATEMENT OF THE DEPARTMENT OF THE ARMY—SUBJECT: 
Bippers’ Lists 


WASHINGTON, D. C., May 23, 1956 

1. It is the policy of the Department of the Army that any firm shall be place 
on the appropriate bidders’ mailing list provided a request for placement oi 
the list is received and provided further that it appears, from the bidders 
mailing list application or other available information, that the firm requesting 
inclusion is qualified and eligible to fill the requirements of a particular 
procurement. 

2. Contracting officers are not required to solicit bids or quotations from a 
firms appearing on a particular bidders’ mailing list when the number of names 
on the list is deemed to be excessive in relation to a specific procurement 
When such a situation exists the contracting officer is authorized to solicit 
offers or bids from less than the total list of names on the bidders’ list by such 
methods as rotation of bidders’ mailing lists and preinvitation notices. 

3. Procurement offices would do the Government a disservice if they place 
every applicant on the bidders’ mailing list without evidence that the appli- 
cant was qualified and eligible to produce. It is incumbent upon firms to submit 
evidence of qualification and eligibility when requesting placement on a bidders 
mailing list. When such evidence is presented the procurement office must place 
the name of the firm on the appropriite list and solicit offers or bids from that 
firm in proper turn. 
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Tar M. Preparep STATEMENT OF THE DEPARTMENT 01 
SUPPLY SCHEDULES 


WASHINGTON, D. C., May 23, 195¢ 

The Army has no ways or means by which to afford small-business firms 
an opportunity to bid on items on Federal Supply Schedules. Federal Supply 
Schedules represent the medium by which information on open-end contracts 
is disseminated by the General Services Administration to ordering agencies 
throughout the Government. Overall responsibility for Federal Suppiy Sched 
ules, including contract execution and administration and terms and conditions 
governing ordering agencies, rests with the General Services Administration 
The program of Federal Supply Schedule’ contracting is conducted by the Gen 
eral Services Administration for the benefit of all Government agencies, includ 
ing the Department of Defense. Insofar as the Department of Defense is con- 
cerned, Federal Supply Schedules are either optional or mandatory for use by 
the military departments, depending upon the degree of participation agreed 
to or directed by the Secretary of Defense. Schedules which are optional for 
use by the Department of Defense may be used by the Army in accordance wit! 
the terms and conditions established in the contracts executed by the General 
Services Administration. Mandatory schedules represent compulsory sources 
of supply which the Army must use in preference to independent procurement 
action. By agreement between the Department of Defense and the Genera 
Services Administration, changes may not be made in mandatoi chedules 
without the approval and consent of the Department of Defense. However, since 
all contracting under Federal Supply Schedules is performed by the General 
Services Administration, the military departments are in the position only of 
ordering agents having no knowledge or control over the contracting process or 
over the extent to which small business is permitted to participate. 


Tas N. PREPARED STATEMENT OF THE DEPARTMENT OF THE ARMY—CALL-TYP 


OPEN-END TYPE CONTRACTS 


WASHINGTON, D. C., May 23, 1956 

Procedures utilized by the Army in executing and awarding call and open-end 
type contracts are essentially the same as are used under any other forms of 
contracting operations. The preferences afforded to small business by other 
forms of contracting are also applicable to the processes under which call and 
open-end type contracts are executed and awarded by the Army. Call and open- 
end contracts are used by the Army as means to (i) simplify procurement 
processes, (ii) avoid excessive depot stockage and handling of commercial-type 
items, (iii) avoid unnecessary transportation into and out of the depot system, 
and (iv) to avoid the expense and burden of unnecessary inventory and require- 
ments control. The policy of the Army is to utilize these forms of contracting 
only when it is apparent that net benefits to the Government will result. 

The use of call and open-end type contracts is not considered by the Army 
to be prejudicial to the interests of small business inasmuch as under some condi- 
tions of use small business would be more likely to receive orders than under 
alternative methods of procurement. This is likely to be the case when (i) 
open-end contracts are made by a particular installation to meet local, recurrent, 
and small-quantity requirements, and (ii) when orders are placed by local Army 
installations with local, small-business firms which represent the distribution 
system of a particular regional or nationwide open-end contractor. 


Tas O. PREPARED STATEMENT OF THE DEPARTMENT OF THE ARMY—SURBJECT: 
INADEQUATE SPECIFICATIONS 


WASHINGTON, D.C., May 23, 1956. 

1. All departmental specifications have been converted to the single military 
series (or to the Federal specification series, where appropriate) as of July 1, 
1955. In the redrafting of Army specifications incident to this conversion, empha- 
sis was placed on adequacy. The specification drafts were coordinated with 
industry in order to afford prospective vendors an opportunity to comment 
thereon. 
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2. Vendors and others are encouraged to report any instance wherein a Govy- 
ernment specification is found to be inadequate or obsolete. Suggestions for 
correction are forwarded to the activity designated as “preparing custodian” and 
which have responsibility for preparation of amendments or revision of the 
particular specifications. 


Tas P. PREPARED STATEMENT OF THE DEPARTMENT OF THE ARMY—SUBJECT: 


UNREALISTIC DELIVERY SCHEDULES 


WASHINGTON, D. C., May 23, 1956. 


1. It is the policy of the Department of the Army that delivery schedules incor- 
porated in contracts for supplies or services will be realistic and reasonable. 

2. Unrealistic delivery schedules which have come to the attention of the 
Department of the Army are usually caused by an attempt to procure as quickly 
as possible to offset an unforeseen emergency. In these instances the requisi- 
tioning agency and the contracting officer possibly cannot meet the schedule, 
however, the schedule is used as a target in order to insure that the supplies 
will be delivered and ready for use at the earliest practicable date. 

5. All depots and other inventory-control points have developed and established 
stock levels and reorder points which, under normal circumstances, provide 
sufficient lead time to permit a realistic delivery schedule according to procure- 
ment lead time data developed by procuring activities. 

t. The Department of the Army is currently preparing an amendment to APP 
instructing contracting officers to enter into no contract embodying a delivery 
schedule which cannot be met. 


Tas Q. PREPARED STATEMENT OF THE DEPARTMENT OF THE ARMY—SUBJECT: 
TITLE Il, Frrst WAR Powers Act 


WASHINGTON, D. C., May 23, 1956. 
1. The Department of the Army makes use of the extraordinary authority 


granted by title II, First War Powers Act, as amended, and Executive Order 
10210, and regulations issued thereunder by the Deputy Secretary of Defense on 
July 17, 1951, without regard to whether the request for relief or the relief 
granted was for a small business or a big business contractor. 

2. There are many varieties of actions which may be taken under title II to 
adjust contractual matters ; however, the three most common or basic actions are: 

(a) Amendments of contracts without consideration. 

(b) Correction of mistakes in contracts. 

(ec) Formalization of informal commitments. 

All aspects of title II authority as utilized by the Department of the Army are 
defined, delegated, and explained in part 4, section XXX of APP. Copies of this 
regulation may be purchased by all contractors from the Government Printing 
Office. 

3. Relief can be granted under the authority of title II by the required find- 
ing, made by an official to Whom this authority has been properly delegated, only 
when the granting of the proposed relief will facilitate the national defense. 

4. One of the technical services of the Department of the Army, took an in- 
formal survey of its title II actions. This survey showed that 310 requests for 
action were received. Of this number, relief action was taken in 142 cases. It 
is estimated that 55 percent of the requests received were from small businesses. 
It is further estimated that of the 142 cases in which relief was granted small 
business was the recipient in 55 percent of the actions. 

5. Small business contractors may not have legal staffs or legal services. Asa 
result they may not be aware of all of the methods and legal authority available 
to assist them when they are in difficulty. As a direct result they may not 
request consideration of their difficulties under the authority of title II as often 
as do big business contractors. The foregoing informal survey indicates that at 
least a fair portion (55 percent) of the requests and approvals concern smail 
business contractors. 

6. The Department of the Army will continue to process such title II cases 
as are presented on a merit basis without regard to whether the appeal is made 
by big or small business. 
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Tas R. Preearep STATEMENT OF THE DEPARTMENT OF THE AnwY—SUBJECT : 
Drsastew AREA PROCUREMENT 


Wasuineton, D. C., May 28, 1956. 
Total funds obligated and contracts made with firme located in officially desix- 
nated “Disaster areas” under provisions of Defense Mobilization Order VIF-7, 
supplement 1, from deelaration of disaster to December 31, 1955, are as follows: 


(a) Total awarded $161, 446, 52% 
Total awarded to big business___._.-......._._(77 pereent) ... 125, 083,441 
Total awarded to small business____ ~~~ -.(23 precent) 36, 363, 082 


Number of procurement actions.__—_ S18 
Awarded to big business 


percent) —-.. 
Awarded to small business____- 


percent ) ..- 


TaB S. PREPARED STATEMENT OF THE DEPARTMENT OF THE ARMY—SUBJECT : 
WEAPONS SYSTEM CONCEPT BUYING 
WASHINGTON, D.C., May 28, 1956. 

It is understood that the term “weapons system concept buying” is used by the 
committee to refer to procurements where a complicated weapons system com- 
posed of several major items is purchased from a single contractor. This term 
must not be confused with “end item” buying, as end items as purchased from a 
given contractor may represent only a part of a weapons system or may represent 
a self-contained item of Ordnance. The Department of the Army utilizes the 
“weapons system concept” to a limited extent only. 

In the procurement of Ordnance materiel as a whole, it is the general practice 
to include small business for any items that they are qualified to produce, 
especially in connection with the production of components and parts both for 
production and replenishment purposes. Aside from the joint-determination 
program, the Army considers the utilization of small businesses for procurement 
of components and parts as an integral part of the industrial-mobilization 
structure. To insure the availability of these small companies and their ability 
to produce parts and components, it is an objective of the Army that manu- 
facturers of major items of equipment not produce parts and components which 
they would not desire to produce during a period of national emergency. 

The utilization of small business and the amount of subcontracting which 
prime contractors contemplate are included in the criteria applied to the selec- 
tion of the prime-contract producer. In all cost-type contracts, the Army exer- 
cises a measure of control on the prime contractor’s method of subcontracting 
Which assures a desired participation of small busines. In such contracts the 
Army reviews subcontracts and purchase orders of certain types or over desig- 
nated amounts. In addition, on selected fixed-price contracts of large dollar 
amounts containing price-redetermination provisions, a contrel similar to the 
above may be exercised with respect to selected subcontracts. 

There is only one major procurement area today in which the Army procures 
substantially on an overall system basis. This is in the guided-missile field. 
These procurements are being effected concurrently with advanced development 
and design work which results in a telescoping of design and production engi- 
neering and procurement to a certain extent. Considering the complexity and 
intricacy of a guided-missile system (missile, guidance, and Control system, 
sround handling and maintenance equipment and testing and checkout equip 
ment) in connection with the above, it is obvious that placing entire res) onsi- 
bility for procurement of the system and all of its various components and parts 
With one contractor is absolutely essential. Such contractors are selected on 
the basis of their management capability, technical know-how (including availa- 
bility of engineering personnel) experience in similar or related items, financial 
stability, and previous production history, among others. Such a contractor 
must be able to select and train large groups of executives, engineers, and other 
employees, lay out and set up large production lines (including procurement of 
facilities and tooling), select and establish hundreds of subcontractors for 
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thousands of components, schedule delivery of material and components, erect 
large and complicated testing and inspection structures and facilities, have 
available or be able to obtain large amounts of capital and to develop intricate 
management and accounting systems. 

However, even though the initial prime contract for such system is placed 
with a single producer, it is the practice of the Army to procure replenishment 
parts and components for such systems independently as soon as drawings and 
specifications permit. In addition, the Army has worked closely with the various 
system prime contra-‘tors to insure, through approval of subcontracts and by 
other means, that co.aponents and parts are produced on a subcontract basis as 
far as is practicable. In this connection, the Department of the Army small- 
business subcontracting policy, as set forth in AR 715-3 (tab A), under which 
prime contractors have been urged to establish subcontracting small-business 
programs, has been accepted by a majority of prime contractors over which the 
Army has armed services procurement-planning responsibility, and has given 
considerable impetus to the placement of subcontracts with small business. 
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GOVERNMENT PROCUREMENT—1956 


AppEenprix IIT 
DEPARTMENT OF THE AIR FORCE 


INFORMATION FURNISHED BY Mr. Maurice L. JoHNSON, ACTING SMALL BuSINESS 
ADVISER, DEPARTMENT OF THE AIR ForcE, IN CONNECTION WITH THE HEARINGS 
HELD BY THE SUBCOMMITTEE ON PROCUREMENT, SENATE SELECT COMMITTEE ON 
SMALL BUSINESS, ON JUNE 26, 1956 


I. ORGANIZATION OF AIR FORCE SMALL-BUSINESS PROGRAM 


Your committee has several times requested assurance that Air Force small- 
business specialists be so placed organizationally as to allow them ample inde- 
pendence of thought and sufficient authority to effectively discharge their duties. 
Our small-business program was established in such a manner that we are able 
to give you this assurance. This organization has not been changed since it was 
described to your committee during hearings held in 1955 as we believe that it 
provides for (@) making full use of the line of command, and (b) placing of 
small-business specialists in such a manner as to enable them to exercise ade- 
quate authority. To briefly review this organization, at Headquarters, United 
States Air Force, the Chief of the Office of Smal! Business is appointed by and is 
directly responsible to the Director of Procurement and Production, The Director 
of Procurement and Production is responsible to the Deputy Chief of Staff, Ma- 
teriel, for the development and staff supervision of the Air Force small-business 
program. The Chief of the Office of Small Business, as a member of the Director’s 
staff, discharges these responsibilities for the Director. However, it is the Di- 
rector of Procurement and Production, who is responsible to the Deputy Chief of 
Staff, Materiel, for the success of the program. The Chief of the Office of Small 
Business at Headquarters, United States Air Force, also serves as small-business 
adviser to the Assistant Secretary of the Air Force, Materiel, as well as to the 
Deputy Chief of Staff, Materiel, and the Deputy Chief of Staff, Development. 

At Headquarters, Air Materiel Command, the Director of Procurement and Pro- 
duction is responsible for the effective operation of the small-business program. 
He has on his staff an executive for small business, who reports directly to him. 
With the decentralization of procurement 3 years ago, procurement authority 
within certain limits was delegated by the Director of Procurement and Produc- 
tion, Headquarters, Air Materiel Command, to the directors of procurement and 
production at air materiel areas and Air Force depots being assigned procure- 
ment responsibility under the decentralized program. The small-business special- 
ist assigned to each of the air materiel areas serves on the staff of the Director 
of .Procurement and Production. At each Air Force depot, the small-business 
specialist is appointed by and is directly responsible to the Director of Procure- 
ment and Production. 

There are 18 air procurement districts. These districts do not award any con- 
tracts, but most contracts awarded at Headquarters, Air Materiel Command, air 
materiel areas and Air Force depots are assigned to the Air Procurement districts 
for administration. The small-business specialist in each air procurement dis- 
trict serves on the staff of the Chief and represents the Chief on matters con- 
cerning small business. All small-business functions assigned to Air Force in- 
stallations in continental United States are under the technical direction of the 
executive for small business at Headquarters, Air Materiel Command. 

We feel that the organization of this program described above is well designed 
to insure the effective implementation at the working level of policies established 
in our regulations. The delegation of authority carries with it the responsibility 
to adhere to such regulations. Smail-business specialists are so placed as to 
assure that the Chief of each office to whom such authority has been delegated 
can properly discharge these responsibilities in the small-business area. 


II, PERSONNEL 


In the 1955 hearing before this committee, personnel problems were discussed. 
The Air Force has been extremely fortunate in having well-qualified men occupy- 
ing the positions of small-business specialists. It was pointed out, however, last 
year that there were some problem areas. One specific example was the down- 





GOVERNMENT PROCUREMENT—1956 327 


grading of a small-business specialist assigned to one of our air materiel areas. 
This happened to be one of our most important air materiel areas where the 
small-business specialist has not only responsibility for carrying out the Air 
Force program in connection with the awarding of prime contracts to small 
business, but also is responsible for exereising staff surveillance over some of 
our most important air procurement districts. 

As a result of an evaluation of the position made by the Dallas civil service 
region, this position was downgraded from a GS-12 to a GS-11. As the incum- 
bent is responsible for staff surveil'ance over the functions performed by small- 
business specialists in several air procurement districts who are also graded 
GS-11, an unhealthy situation was created. If this condition is allowed to 
continue, it is possible that the result may be the downgrading of small-business 
specialists in the air procurement districts from GS-11 to GS-10. Such action 
could result in a complete breakdown throughout the entire organization. 

The Air Force immediately recognized the danger in this situation, and the 
case was appealed to the civil service regional office and a reevaluation re- 
quested. This resulted in the regional civil service office confirming its original 
evaluation of the position. The Air Force then appealed the case to the Civil 
Service Commission headquarters in Washington, D. C. As of this date, there 
has been no decision on this appeal. In the meantime, the incumbent has re- 
mained loyal although he has received other offers at a higher grade. However, 
at this time his patience is nearly exhausted, and it is doubtful that we will 
be able to retain this very efficient man unless action is taken to restore the 
grade that he held in this position for approximately 2 years. 

Another case was that of a small-business specialist in one of our air procure- 
ment districts whose grade was two grades below that of the majority of small- 
business specialists assigned to air procurement districts who occupy full-time 
positions. We are happy to report this particular situation has been cleared vp, 
and the incumbent, one of our best men, has now been given a grade comparable 
to that assigned most other air procurement districts. 

The Air Force recognized that such inequities were not entirely the fault of 
personnel people whose duties involved evaluating these positions. Although 
the small-business program has been in operation for 5 years, there has never 
been a civil-service position standard established setting forth the necessary 
qualifications and principal duties of a small-business specialist. As a result, 
position evaluators, who cannot possib'y understand thoroughly all of the diver- 
sified types of positions they are called upon to review, have no standard to 
which they could refer. 

During the early spring of this year, several discussions concerning this subject 
were held with the Department of Defense Director for Small Business in which 
the Army and the Navy participated. These discussions resulted in drawing 
up a proposed standard for small-business specialist, setting forth the required 
background and qualifications and establishing the principal duties that the 
small-business specialist would be expected to perform. The Department of 
Defense has forwarded this proposed position stanaard to the Civil Service 
Commission with a recommendation that it be adopted and published. 

Should the Civil Service Commission comply with the Department of Defense 
request and establish a standard for small-business specialists, it is believed that 
eur personnel problems will be diminished to a considerable extent. 


Ill. OPERATION PACEMAKER 


Operation Pacemaker has been described to this committee in previous presen- 
tations as the procedures carried out in connection with the awarding of prime 
contracts at Air Force purchasing offices having responsibility for programed 
procurement. The installations having such responsibility in addition to Head- 
quarters, Air Materiel Command, are as follows: Middletown air materiel area, 
Mobile air materiel area, Oklahoma City air materiel area, Ogden air materiel 
area, Sacramento air materiel area, San Antonio air materiel area, San Bernar- 
dino air materiel area, Warner Robins air materiel area, Dayton Air Force Depot, 
Gadsden Air Force Depot, Memphis Air Force Depot, Rome Air Force Depot, 
Shelby Air Force Depot, and Topeka Air Force Depot. A full-time small-business 
specialist is assigned to each one of the above installations with the exception 
of Gadsden Air Force Depot. The type of procurement and the volume of 
business at Gadsden Air Force Depot does not justify a full-time small-business 
specialist, and the functions there are assigned as an additional duty to an indi- 
vidual occupying another position. Each one of the above-listed installations is 
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assigned worldwide responsibility for the procurement, supply, and maintenance 
of certain categories of Air Force supplies. Depending upon the categories 
assigned, the volume awarded to small business varies considerably between 
these installations. However, the same procedures are followed at each one. 

The procedures under Operation Pacemaker are described in detail in Air 
Force Procurement Instruction, paragraph 51-105.2. Air Force Procurement 
Instruction, section 51, is enclosed as exhibit A. Briefly, these procedures are 
as follows: 

The small-business specialist is provided with a copy of each purchase request 
simultaneously with the release of the purchase request to the contracting officer. 
This is in advance of any action taken on the part of the contracting officer to 
solicit bids or proposals, and, therefore, the small-business specialist generally 
has ample time to study the background of the proposed procurement. 

Prior to ordering the issuance of invitations for bids or requests for proposals, 
the buyer is required to coordinate with the small-business specialist with respect 
to procurements of $10,000 or more. At this time the small business coordination 
sheet, AMC Form 261A (exhibit B), is completed. This form has recently been 
revised although a similar form has been in use for 5 years. This form records 
the details of the method to be employed in procuring the required supplies or 
services. Should any of the questions on the form be answered in such a manner 
as to indicate that small business would not be given an equitable opportunity 
to compete, full justification must accompany the form. This form bears the 
signature of the small-business specialist and the buyer and becomes a permanent 
part of the procurement file. Upon completion of this coordination, the buyer 
may then proceed with the solicitation of bids or proposals in the manner agreed 
upon and indicated on the small business coordination sheet. 

During the discussion between the buyer and the small-business specialist 
should it appear that any of the conditions pertaining to the particular procure- 
ment in question preclude affording small-business concerns an equitable oppor- 
tunity to compete, every effort is made to correct that condition before the small- 
business specialist places his signature on AMC Form 261A. 

It is desired to emphasize that the method by which each individual procure- 
ment is to be handled must be agreed upon between the buyer and the small- 
business specialist prior to any procurement action. 

Small Business Administration representatives, where they have been assigned, 
take part in this discussion with the buyer and the Air Force small business 
specialist. Such representatives are provided with copies of purchase requests 
at the same time that copies are forwarded to the Air Force small business spe- 
cialist. Small Business Administration representatives have been provided with 
copies of purchase requests at Air Force installations since 1952. They have been 
given the same opportunity to investigate the background of the procurement 
that is afforded the Air Force small business specialist. The recommendations 
made by Small Business Administration representatives as to the method of 
handling a particular procurement are given the same consideration as the rec- 
ommendations of the Air Force smail business specialist. It is desired to 
emphasize that this coordination on each procurement with Small Business 
Administration representatives where they have been assigned has been in effect 
in Air Force purchasing offices since 1952. The sixth annual report of your com- 
mittee recommended that appropriate action be taken to insure effective imple- 
mentation of Department of Defense Instruction 4100.9. Cooperation with the 
Small Business Administration. A revised implementing instruction has been 
issued, but the coordination called for in 4100.9 has been in effect at the Air Force 
purchasing offices since 1952. 

During the process of soliciting bids or proposals or evaluating such bids or 
proposals received, there are frequent discussions between the buyers, Air Force 
small business specialists and Small Business Administration representatives 
concerning particular problems that may arise. However, when the buyer has 
reached his decision as to the award, he is required to furnish an abstract to the 
Air Force small business specialist prior to making such an award. Should it 
appear that the procurement was not handled in the manner agreed upon or that 
small business, without justification, was denied an equitable opportunity to 
compete, the small business specialist must be satisfied that such a condition 
is unavoidable. Should the small business specialist not concur in the recom- 
mendations of the buyer, a final decision in the case is made by the Assistant to 
the Director of Procurement and Production at Headquarters, Air Materiel 
Command, or at an air materiel area or Air Force Depot by the Director of 
Procurement and Production. 
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Operation Pacemaker applies to procurements with an estimated value of 
$10,000 or more handled at Headquarters, Air Materiel Command, air materiel 
areas and Air Force Depots and it is not applicable to the more than 150 Air 
Force installations in the United States having local purchase authority. Opera- 
tion Pacemaker for the full calendar year 1955 resulted in the following: 


Operation Pacemaker calendar year 1955 (unclassified programed procurements 
over $10,000 in value, obtainable from small-business concerns, involving 14 
major purchasing offices) 


Amount | Percent 
| 


Known small-business sources or potential sources ----.-----| $415, 978, 000 | 100 
Small business did not bid__ ; i acti titlitaiea sas athe nit nie attsmmnadis , 558, 000 | 
Small business bid too high. ealeacameandiaieetncieiia : , 633, 000 | 
Small business bid not according to specifications. Leet pence 747, 000 | 
Qualified product, small business did not have product approv RR aha below 413, 000 
Small business rejected on preaward warven < or technical evaluation.....-.....-- I 
Awards to small business__-.........--.. - ogee eee 316.7 759, 000 7 


Operation Pacemaker calendar year 1955 


Formal advertising Negotiated 
(sealed bids) 


| 


Number and | Percent | Number and | Percent 
amount | amount 


Number of completed stron — nibabiahien 1, 213 

Average number firms solicited _- pocaeiawascueuee 36. 4 

Average number bids, small 5.9 

Average number bids, large De Eiht den 

Pe nen ceneenamran=aee pad 74, 718, 000 100.0 | $341, 260, 000 

Awards to small concerns $51, 824, 000 69.3 | $264, 935, 000 | 77.6 





Total procurement with business firms in continental United States, calendar 
year 1955 


| New procurement Net procurement 


| Amount | Percent Amount Percent 


$8, 839, 161, 000 | 100.0 | $7, 447, 351, 000 100. 0 
562, 316, 000 | 6.3 | 624, 628, 000 8.4 
| 


In the committee’s sixth annual report, it was indicated that the committee was 
concerned that in spite of an organized small-business program small business 
appeared to be “at best * * * just holding its own * * *” and the percentage had 
not increased over the previous year. It is desired to point out that, in connec- 
tion with Operation Pacemaker which has been described above, the percentage of 
procurement dollars being placed with small business for supplies and services 
within the capabilities of small business to produce or furnish was 50 percent in 
1951. The Air Force small-business program in connection with prime contract- 
ing began operations on July 1, 1951. Since that time the percentage of small- 
business participation under Operation Pacemaker has increased steadily and, 
for the last 2 years, reports of this operation have shown an excess of 70 percent 
of this potential business going to small business. As to the percentage of total 
procurement being awarded to small business, statistics were presented at the 
1955 committee hearing to show that small business participated to a greater 
extent during fiscal years 1954 and 1955 than during comparable years either 
during the Korean conflict or World War II. These statistics were made a part 
of the record of the committee’s 1955 hearing. 
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IV. SMALIL-BUSINBSS SUITABILITY 


Beginning with July 1, 1951, which was the date of the establishment of the 
small-business operation at Air Materiel Command, the Air Force began to reflect 
in its reports the comparison between the actual awards to small-business con- 
cerns and the amount of procurement for supplies and services considered to be 
suitable for small business. ‘The use of the term “suitable” gave rise to consider 
able misunderstanding. It was interpreted by some to mean that should it be 
determined that a procurement was not suitable for small business then smal! 
business would not be given an opportunity to compete. Such was not the case 
since the term “suitable” was used for reporting purposes only. In the first 
directive issued setting forth in detail the Air Force small-business program, 
there appeared what was called a waiver list. This waiver list was made up of 
items and categories for which there were no known small-business sources. The 
purpose of this list was to save time and unnecessary paperwork by providing 
that contracting officers were not required to coordinate procurements involving 
items appearing on the list with the small-business office, as Was required on all 
other procurements. In June 1955, this waiver list was deleted from the then 
current Air Force procurement instruction pertaining to small business. The 
elimination of this list was due to the misunderstanding on the part of many 
people who believed that small business was barred from bidding or quoting on 
items appearing on the list. 

The entire Air Force small-business program as it applies to prime contracting 
is based on a determination being made, prior to any procurement action being 
taken by the buyer, as to whether there are any known small-business potential 
sources who might participate in the procurement should they be given the 
opportunity. This determination must be made on each individual procure 
ment. No such determination can be made to apply to general categories or 
types of items. It is not believed that any set of rules can be devised which 
will automatically provide a determination as to whether or not small business 
can produce or furnish the supplies or services being procured. The judgment of 
the individual handling the procurement is necessarily an important part of any 
such determination. Our determination is not a matter of guesswork and with 
each passing year, it is possible to make a more accurate determination because 
of the accumulation of records pertaining to the previous procurment of the 
same or similar items. For example, at Headquarters, Air Materiel Command, 
the small-business office has detailed records of many thousands of procurements. 
These records indicate at a glance by the use of visible files whether on a previous 
procurement for the same item the procurment was negotiated or advertised: 
whether small-business concerns were solicited and if so, how many; how many 
small and large concerns submitted bids or proposals and the dollar amount 
of each; and whether the award or awards went to small-business concerns or 
large-business concerns. A quick reference to these files indicates quite clearly 
in most cases whether a procurement is within the capability of small business. 
Our procurement instructions have now been revised in a manner which should 
remove all doubt as to where small business receives an equitable opportunity 
ro compete for procurements within the capability of small business to handle 
as prime contractors. Air Force procurement instruction section 51 provides 
that: “When the bidders’ mailing list for an item includes the names of estab- 
lished or potential small-business suppliers, the contracting officer will handle 
the procurement of that item (as well as any other procurement that he con- 
siders appropriate) in a manner that will insure that small-business concerns 
receive an equitable opportunity to compete as defined in paragraph 51102 (e), 
consistent with other procurement and military requirements.” An equitable 
opportunity to compete is specifically defined in Air Force procurement instruc- 
tion 51-102 (e). Of course, there is a continuing attempt to discover new small- 
business sources as provided for in the Air Force procurement instruction. 


V. MOBILIZATION BASE 


There has appeared to be some doubt on the part of this committee as to 
whether small business is given an equitable opportunity to compete in the 
procurement of planned items. The Air Force Small Business Office does not 
treat the procurement of a planned item in a manner differing in any respect 
from the treatment given an item which is not on the preferential planning list. 
The fact that a procurement will be for a planned item does not enter into the 
consideration of the manner in which the procurement shall be handled except 
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that planned producers for the item must be solicited along with other firms 
This requirement in some cases precludes the use of small business set-as des 
Should small-business firms be on the bidders’ mailing list:for a planned item, 
they are given the same equitable opportunity to compete as in any other pro 
curement. It is desired here to reemphasize two points in connection with the 
maintenance of the mobilization base as it affects procurement. First, the pref- 
erential planning list is a list of items and not manufacturers. Some published 
statements have indicated a misunderstanding on this point. Second, planned 
producers generally have reached such status as a result of successful compe 
titien, and there is no assurance that a planned producer for a particular item 
will remain the planned producer for that item. Should today’s planned pro- 
ducer be unable to successfully compete for the item on future procurements, he 
may be replaced as the planned producer by the successful contractor. 

On the other hand, being successful in competition for a contract involving a 
planned item does not insure the contractor that he will become a planned 
producer. Other things must be taken into consideration, such as (a) is the 
company producing an Air Force item today; (0) have they produced Air Force 
items in the past; (c) present, future, and mobilization requirements of the 
United States Air Force; (d) nas tue Air force facilitated the company; (e) 
has the Air Force been assigned cognizance over the plant. It is the objective of 
the Air Force to integrate mobilization planning into current operations to a 
maximum extent. This provides for a more realistic planning in this area. With 
this in mind, directives, and actions which afiect small business in current pro- 
curement will result in small business being given consideration in industrial 
mobilization planning activities 

Air Force Procurement Circular No. 10, dated February 11, 1955, and as 
amended by Air Force Procurement Circular 18, dated June 6, 1956, is the basic 
directive under which the Air Force approves the subcontracting structure of the 
planned producer. Subcontracting is a major method by which small business 
participates in the mobilization base established by the Air Force. The Air 
Force negotiates with prime contractors on certain aspects of their subcon- 
tracting structures prior to finalization of contracts. The overall subcontracting 
rate is determined based on the type of item, the capability of the prime 


con 


tractor, facility requirements and the estimated cost of doing work in the plant 
versus doing the work by subcontracting. Based on this program, today we 
have thousands of small contractors in the subcontracting structure. These 
subcontractors produce for our primes a large percentage by dollar volume of our 
overall production program. 


Each prime contract involving a planned item contains the following clause: 


“Maintenance of mobilization base policy—The material being procured 
under the contract is a planned item under the mobilization base policy, which 
policy is designed to maintain a proper industrial base in order to provide for 
rapid expansion in the event of mobilization. It is the desire of the Department 
of the Air Force that the subcontract structure established during the negotia- 
tion of this contract be maintained to the greatest practical extent. The con- 
tractor shall inform the administrative contracting officer of any propos:d de- 
viation therefrom. In the event the contractor deems it advisable to withdraw 
work from an established subcontractor during the production program, advance 
notification shall be given to the administrative contracting officer, together 
with complete information as to the basis for the withdrawl.’ Where necessary, 
this clause may be enforced by a refusal to furnish Government facilities to 
prime contractors for the production of items normally furnished by a subcon- 
tractor. 

In addition, prime contractors in the airframe industry are required to submit 
quarterly, through the medium of the aeronautical manufacturers’ planning 
report, the percentage of off-site production currently being procured by their 
respective plants together with the forecast for the next 12 months. This infor 
mation is correlated with the percentage of subcontracting negotiated as a 
further check on the price contractors concerned. When an unscheduled redue 
tion appears, the contractor is requested to furnish specific details to Headanar 
ters, Air Materiel Command, together with complete justification for the reduc 
tion in the subcontracting percentage. This information is evaluated at Ai: 
Materiel Command and, if the justification does not appear sufficient to warrant 
the reduction, every effort is made to persuade the prime contractor to main- 
Jain the subcontracting structure as negotiated. 


80745—56——_—_22 
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The aeronautical manufacturers’ planning report tabulation for the quarter 
ending September 1955, indicates the subcontracting rates in the military air- 
frame industry from 1940 through 1955. As indicated therein the subcontracting 
rate in the industry reached a peak during World War II (1945) of approxi- 
mately 39 percent. Following V-E Day, this percentage decreased rapidly to 
6 percent by 1947. During the Korean war, the peak subcontracting rate was 
approximately 34 to 36 percent. Again, following the war, the rate began to 
decline rapidly. However, due to the vigorous efforts of Air Materiel Command, 
the declining trend was halted in late 1954 and was maintained at a relatively 
stable rate of 30 to 31 percent throughout 1955. Inasmuch as the major benefits 
of the extensive efforts devoted to this program throughout 1955 (and con- 
tinuing) will be realized in the 1957-58 period, Headquarters, Air Materiel Com- 
mand is forecasting an average subcontracting rate of approximately 35 to 38 
percent for that period. This will represent an unprecedented peacetime sub- 
contracting rate in the military airframe industry. 


VI. QUALIFIED PRODUCTS 


Due to the interest over a period of years in the effect of the establishment 
of qualified products lists on small business, the Air Force Small Business Office 
made a study of the existing lists. This study was completed on March 5, 1956, 
and disclosed that, as of that date, (@) there were 852 current qualified products 
lists on record in the Air Force Small Business Office; (0) 448 qualified products 
lists had at least 1 small business that had had its product approved; (c) there 
were 3,934 firms (disregarding duplications) on all qualified products lists; 
(d) small-business concerns (eliminating duplications) numbered 952; (e) 
large business concerns (eliminating duplications) numbered 841. From the 
above figures, it would appear that the establishment of a qualified products 
list is not a handicap to smali-business concerns. Information as to the items 
for which qualified products lists have been established is published in the 
Index of Specifications and Related Publications (used by) United States Air 
Force. This index is available at all Air Force installations or may be obtained 
from the Government Printing Office. By referring to this index, any manu- 
facturer, large or small, can determine if the product that he desires to furnish is 
a qualified product. He may then obtain the specification for the item from 
the appropriate procuring agency. The specification contains information as 
to the proper authorities to contact for detailed instructions as to how to have 
the manufacturer’s product approved for inclusion on the qualified products list. 

It is believed that it would be a dangerous practice to encourage contractors 
to build and submit a sample product for testing. In many cases this would in- 
volve considerable expense to the contractor and to the procuring agency, and 
no assurance can be given a contractor that the approval of his product for 
inclusion on a qualified products list will result in a contract being awarded for 
the item. 

However, full information on qualified products should be and is available to 
all business concerns who are interested. A procedure has recently been estab- 
lished to give more widespread publicity to qualified products. When a qualified 
products list is established for an item, that fact is to be publicized in the De- 
partment of Commerce synopsis of proposed procurement, sales, and contract 
awards immediately without awaiting an actual procurement of the item. In 
many cases in the past when a proposed procurement of a qualified product has 
been publicized, there has not been sufficient time for a potential supplier to 
submit a sample product for testing. It is believed that this advance notifica- 
tion will create greater opportunities for small-business concerns to become sup- 
pliers of qualified products if they so desire. 

This new method of publicizing the establishment of qualified products lists 
does not replace the procedure long established for notifying all known pro- 
ducers of an item that such an item is a qualified product. This is done period- 


ically by letter to all potential producers of qualified products known to the 
procuring office. 


VII. COORDINATED AND INTERDEPARTMENTAL PROCUREMENT 


The policies on coordinated and interdepartmental procurement limit to a 
considerable extent the type of items which the Air Materiel Command pur- 
chases for using Air Force activities. This in turn affects the extent of direct 
participation of small business in Air Force procurement. In consonance with 
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the governmental policies providing for the coordination and exchange of pro- 
curement services among governmental organizations, the Air Force has sought 
to concentrate its major procurement effort on the purchasing of aircraft and 
other items having an aeronautical use or technical relationship. As a result 
the Air Force depends to a large degree upon the purchasing services of other 
departments and agencies for obtaining housekeeping and general support type 
items. Many of these latter items are more suitable for production and distribu- 
tion by small-business concerns than are the more technically complicated items 
the Air Force normally purchases. Thus, the Air Force participation in the 
small-business program is more restricted than it might be if the Air Force 
purchased all the items it uses. The different methods of coordinated and inter- 
departmental procurement are outlined in the ensuing paragraphs. 


Coordinated procurement 


Two basic methods are used in the coordination of military procurement. 
They are as follows: 


Single procurement 


Single procurement is the method whereby a procuring activity of one depart- 
ment or agency purchases supplies required by another department or agency 
under an assignment of procurement responsibility made by the Secretary of 
Defense. The single-procurement assignments on a commodity basis are pub- 
lished in Department of Defense Directive 4115.1, dated October 12, 1955, and 
have been implemented in the Air Force Procurement Instruction section 4. 
There are 38 commodity groups assigned as follows: 


Purchasing department or agency 









Number of groups 





eee 


Armed Services Medical Procurement Agency___..--_-_---_----.-.-...- 
Armed Services Petroleum Purchasing Agency____----------_-__-__--- 1 
Ie Te se reine enmsteerneripntgtninnitin Stites 4 


A list of the assignments is indicated below. It will be noted that the Air 
Force is assigned responsibility for procurement of airport fire fighting, rescue, 
and safety equipment; airport lighting fixtures; and photographic equipment, 


while items such as subsistence, hand tools, and office supplies are assigned 
elsewhere. 













Procurement agreements 


Procurement agreements are made between departments or procuring activi- 
ties of the departments. They provide that one party to the agreement will 
render procurement services for the other party. These agreements may be 
made for a particular item or commodity, on either a one-time or a continuing 
basis. Many of the continuing procurement agreements that existed several 
years ago have been superseded by single-procurement assignments. One con- 
tinuing agreement which afiects the small-business program is still in use. It 
provides for Army procurement of Air Force clothing, textiles, and footwear, 
except flight clothing. This agreement is covered in Department of Defense 
Instruction 4115.37 and Air Force Procurement Instruction 4—257.1. 

In the coordination of procurement under either of the two methods, the re- 
quiring activity submits a request describing the items to be procured, citing 
funds and specifying quantity, quality, and delivery requirements. The procur- 
ing activity, upon receipt of the request, accomplishes the procurement using its 
own procedures for selecting sources and issuing contracts. 


Interdepartmental procurement 


An interdepartmental procurement transaction occurs when one department 
or agency of the Government purchases items from the stock of another depart- 
ment or agency. Thus, a coordinated procurement may become an interdepart- 
mental procurement when the recipient of a request furnishes the items from 
stock in lieu of making a purchase. 


Procurement by General Services Administration 


In addition to coordinated and interdepartmental procurements from the other 
military departments, the Air Force obtains various items through the General 
Services Administration. The items assigned to General Services Administra- 
tion sources are obtained either by issuing delivery orders under Federal supply 
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schedule contracts, by requistioning from Federal Supply Services stores depots, 
or by submitting a request to General Services Administration for procurement 
action. In all of these cases the sources are selected by General Services 
Administration. 

List of procurement assignments 

Commodities 

Antifreeze 
Batteries, dry cell 
Canvas, duck and webbing 
Chemical warfare equipment and supplies 
Construction and ee tT equipment and tractors______ 
Drums and cans__-~-~-~-~------~------------------------ 


Procurement assignment 


F oe ao rope, cordage, and twine 
Fire fighting, rescue and safety equipment, airport.____.._.__. Air Force. 
Fire fighting, water purification, and sewage-treatment equip- 


Food preparation and serving equipment 

Fuels, solid 

Hand tools 

Lifesaving equipment, marine__.....-..-_.-_--_-.__-_-_.. 

Lighting fixture, airport Air Force. 
Lumber, millwork, plywood, and veneer 

Materials-handling equipment y. 
ceenee items ASMPA, 


otamlaraae Army. 


Office aioe ee eae me eaten 
Paints eats notes eure tine oe Navy. 


aeien and petroleum products 
Photographic equipment 
Prefabricated and portable buildings 
Quartz crystals, raw 
Railway equipment____------~- sioedeaiaiees eacaaceademiinmesoceeriseretmaae an 
Sextants, aircraft 
Ships, small craft, and related marine equipment . 
ROR oak ti a eS Army. 
Telephone and telegraph equipment and components, mili- 

Do. 
Timeomenesuring indtramemtee. oon s one 2 Army and Navy. 
Tires and tubes (except aircraft) Army. 
Weapons, fire-control equipment, ammunition and explosives. Army and Navy. 


VIII. SUBCONTRACTING 


The Air Force has had a policy of long standing that a fair proportion of the 
total purchases and contracts will be placed with small-business concerns either 
as prime contractors, subcontractors, or suppliers. The participation of small- 
business concerns as prime contractors and as subcontractors is essential to the 
maintenance of the broad base which will be required to meet our production 
goals in the event of mobilization. 

It has been pointed out above that many of the items for which there are a 
great number of small-business suppliers are procured for the Air Force by 
another service. Almost 90 percent dollarwise of the contracts placed directly 
by the Air Force with industry is for airframe, engines, missiles, and complex 
aeronautical equipment which is beyond the scope of small business to supply 
as prime contractors. The Air Force must necessarily have an aggressive small- 
business program in order to be sure that as large a part as possible of the remain- 
ing 10 percent is placed with small business. This program has been described 
above. However, the greatest amount of Air Force dollars available to small 
business is through subcontracting. The subcontracting program was inaugu- 
rated in 1951, and since that time small-business specialists assigned to air pro- 
curement districts have worked closely with many of our large prime contractors 
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in assisting qualified small-business concerns to obtain subcontracts. This pro- 
gram is a two-way street which has resulted in the discovery of many qualified 
small subcontractors that may have been needed by the prime contractor to pre- 
duce a highly specialized product. The cooperation given the Air Force by large 
prime contractors has been noteworthy, and several reports of this phase of the 
Air Force small-business program have been included in the record of this com- 
mittee in previous years. 

In 1954 the Assistant Secretary of the Air Force, Materiel, appointed a 16- 
member Advisory Group on Small Business. This group was composed of men 
from industry with the exception of one member, who represented the public 
at large, a member of the Harvard Graduate School of Business. Meetings of 
this group were held quarterly, and representatives of the Department of Defense, 
the Army, the Navy, and the Small Business Administration attended each meet- 
ing as observers. It should be noted that the subcontracting program established 
by the Department of Defense embodies to a considerable extent the recommenda- 
tions of this Advisory Group on Small Business. The Air Force is pleased that 
the subcontracting program has been established on a Department of Defense 
level, since it has always felt that the program would be more effective if uni- 
formly applied by the three departments. 

The Department of Defense small-business program was published in Depart- 
ment of Defense Instruction 4100.20, dated April 19, 1955. The Air Force imple- 
mentation of this instruction was published as Air Force Procurement Circular 
No. 25, dated June 28, 1955. This implementation has recently been incorporated 
into section 51 of the Air Force procurement instruction. 

Air Force procurement instruction provides that in negotiations leading to 
the award of a contract in excess of $1 million, the procuring contracting officer 
will urge the contractor to establish and conduct as a part of his purchasing 
system a defense subcontracting small-business program. This program is to 
serve as one means of carrying out Air Force policy and as a means of imple- 
menting the clause, inserted in all cost-reimbursement type and fixed-price-type 
supply and service contracts (other than personal services contracts) and in all 
eonstruction contracts in amounts exceeding $5,000, which states: 

“Utilization of Small Business Concerns.—(a) It is the policy of the Govern- 
ment as declared by the Congress to bring about the greatest utilization of 
small-business concerns which is consistent with efficient production. (b) The 
contractor agrees to accomplish the maximum amount of subcontracting to small- 
business concerns that the contractor finds to be consistent with the efficient 
performance of this contract.” 

The Air Force procurement instruction also provides that the procuring con- 
tracting officer may urge the contractor to adopt a defense subcontracting small- 
business program when the contract is less than $1 million but is of such a type 
that, in the opinion of the contracting officer, a substantial amount of subcon- 
tracting is possible. 

The Air Force felt that there was no need to wait for the awarding of a contract 
for $1 million or more to urge the contractor to establish the program. Conse- 
quently, in June 1955, the Assistant Secretary addressed a letter to the presidents 
of 239 contractors, each of whom had current Air Force contracts with an unin- 
voiced dollar balance in excess of $1 million. This*letter called the contractor's 
attention to the importance of subcontracting to small business. This letter was 
followed up in July 1955, by a letter to the same concerns written by the Director 
of Procurement and Production, Headquarters, Air Materiel Command. This 
letter called upon the contractors to immediately establish the program and 
furnish Headquarters, Air Materiel Command, with the name of the individual 
in the company assigned the responsibility for establishing and conducting the 
program. 

The specific provisions required in the opinion of the Air Force to bring about 
an adequate subcontracting program are set forth in Air Force procurement in- 
struction, section 51. A copy of the Assistant Secretary’s letter mentioned 
above is enclosed as exhibit C, and a copy of the followup letter from the 
Director of Procurement and Production, Headquarters, Air Material Command, 
is enclosed as exhibit D. 

The response to this request from the Director of Procurement and Production, 
Headquarters, Air Materiel Command, was impressive. One hundred eighty-nine 
prime contractors replied immediately agreeing to establish the suggested pro- 
gram and expressing their concurrence with the objectives of the program. 
Many of these letters furnished information as to what these contractors had 
been doing to afford small business concerns an opportunity to compete for sub- 
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contracting. Many of them were from concerns which had furnished the Air 
Force statistics in the past as a basis for reports on subcontracting which had 
been submitted to your committee in prior years. Since this initial response, 
additional contractors have agreed to establish small-business programs. A 
complete list of such contractors as of this date is enclosed as exhibit E. 

It must be realized that many large Air Force prime contractors also hold 
Navy or Army contracts. This was one of the reasons that the Air Force 
was anxious to have a specific subcontracting program adopted at the Depart- 
ment of Defense level. This being the case, it became necessary to provide 
that the small-business specialist of only one of the services would be respon- 
sible for determining the adequacy of any one contractor’s small-business pro- 
gram. These assignments were made on the basis of mobilization planning 
cognizance, the service having such cognizance being responsible for determining 
the adequacy of the contractor’s program. 

One of the provisions of the defense subcontracting small-business program is 
that the contractor will submit to the cognizant service a semiannual report 
on subcontracting to small business concerns. This report form has now been 
approved by the Bureau of the Budget. 

As stated previously, the method used by the Air Force in negotiating with its 
large prime contractors to assure that an adequate mobilization base is estab- 
lished has resulted in an increase in subcontracting percentagewise. It has also 
resulted in prime contractors in many cases subcontracting large subassemblies 
which could only be furnished by large-business concerns. Therefore, the major 
subcontractor becomes of great importance to small business, and the Air Force 
is extending the defense subcontracting small-business program to include major 
subcontractors. In most cases major subcontractors are also large prime con- 
tractors and many of them were included in the program at the start. A large 
number of them have also adopted the program as a result of urging on the part 
of Air Force prime contractors and have accepted change notices in their con- 
tracts with the prime agreeing to establish the program. 

Air Force procurement instruction provides for the contractor to establish a 
defense subcontracting small-business program as a part of his purchasing sys- 
tem. After the award of a contract at one of the Air Force’s 15 major purchasing 
offices, the contract is assigned to an air procurement district for administration. 
In the case of some of the very large prime contracts, it is necessary to establish 
an Air Force plant representative to administer the contract. He is located in 
the contractor’s plant and reports directly to the air materiel area having prime 
responsibility for the products being produced by the contractor. A map show- 
ing the contract administration jurisdiction areas is inclosed as exhibit F. 

Air Force procurement instruction provides that the small-business specialist 
located in the air procurement district be responsible for the subcontracting 
program in the plants of contractors located within the geographical boundaries 
of the district. This holds true for plants even though they may have a plant 
representative reporting to an air materiel area rather than to the air pro- 
curement district. 

The responsibility of the administrative contracting officer in connection with 
this program is recognized. As stated above, the defense subcontracting small- 
business program is a part of the contractor’s purchasing system. Air Materiel 
Command Manual No. 70-3, Manual for Analysis of Contractor Procurement, 
states, in section 4: 

“Small-business practice—(a) AR contracts over $5,000 provide that the 
contractor’s purchasing operation must give every consideration to small busi- 
ness consistent with efficient performance under the contract. This means that 
small-business concerns must be afforded an equitable opportunity to compete 
for any subcontracts within their capabilities. A small business is one that 
employs a total of less than 500 persons, including employees of any affiliated 
organization. (b) Department of Defense Instruction 4100.20, April 19, 1955, 
goes somewhat further and states that any contractor with a prime contract 
in excess of $1 million which offers substantial subcontracting potential will 
be urged to establish and conduct a ‘Defense subcontracting small-business pro- 
gram.’ This program involves the designation of a company executive as 
small-business liaison officer; he is the contact man between the purchasing 
department and the Small Business Administration to coordinate their activi- 
ties. His duties are to assure that the company carries out its responsibilities 
under the small-business clause of their contract and to set up an effective 
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program. He is expected to issue a publication setting forth company policy 
and procedure in this regard. This should properly be included in the pur- 
chasing department manual. Records will be maintained to show which of their 
vendors are small business. He should see that a small-business clause is 
inserted in applicable subcontracts and encourage major subcontractors to set 
up similar small business programs. (c) This DOD instruction calls for the 
ACO to maintain a record of subcontracting to small business where such pro- 
grams have been instituted. (d) Where the contractor does not have a single 
contract amounting to $1 million the contractor is still expected to give reason- 
able application to this small-business policy. (e) The analyst will determine 
how the contractor implements AF small-business policy as obligated by his 
prime contract. Does he have an established operating policy or is it, in effect, 
reduced to lip service? Where a contract in excess of $1 million is held the 
contractor is expected to have a specific program similar to that outlined above. 
Any substantial deviations to established policy will be reported.” 

An example of the manner in which administrative contracting officers are 
assuming their responsibilities in connection with this program is the following 
letter sent by an administrative contracting officer in the St. Louis air procure- 
ment district to large prime contractors: 

“GENTLEMEN : Attention is called to the clause in your contracts covering utili- 
zation of small-business concerns. It is desired at this time to reemphasize 
the fact that it is the policy of the Government as declared by the Congress to 
bring about the greatest utilization of small-business concerns which is consistent 
with efficient production. 

“It is requested that you currently review this area of operation and, consistent 
with the foregoing in the discharge of your contractual obligations, do all that is 
possible in the furtherance of approved small-business policies. 

“Upon completion of your review, this office would appreciate your comments 
with respect to the manner in which the implementation of these policies is being 
accomplished at your operations.” 

In anticipation of the approval by the Bureau of the Budget of a report form 
which would furnish the Air Force semiannually details as to the subcontracting 
activities of our contractors, the Air Force did not this year compile a sub 
contracting report based on figures submitted by a selected group of primes. This 
has been done in previous years. For example, the report which was submitted 
to this committee in 1955 on subcontracting by Boeing, Wichita, Kans., on the 
B47 contract. However, an opportunity presented itself to obtain accurate in- 
formation on subcontracting and outside purchases in connection with a guided 
missile contract. A large Air Force prime contractor has one plant in which 
nothing is produced for the Air Force except a guided missile. As this involves 
a weapon system contract and pertains exclusively to a missile, it was believed 
that the following report on outside commitments by this plant would be of 
interest to this committee: 
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Smal] business Large business 

} ae eee eS ee eT ee Rene ee eee 
| Number of | Number of | Dollar com- Number of | Number of | Dollar com- 
vendors | purchase | mitment | vendors purehase mitment 
orders | orders 
hiccoehel 


| 
j | 
397 | 13,758 | $3, 838, 007 
13,168 | 6, 729, 678 
44 3, 587 
86 19, 879 
15 12, 009 
3 | 272 57. 603 | 
} 255 264, 227 
3 | 20 475 | 
2 417 
| 4] 144 | 
14 | 210 
256 | 857, 171 
260 24. 052 


Kentucky 

Maryland 

Massachusetts 

cratic 
Minnes *ta_ 204 62, 614 
Missouri | 14 114, 136 | 
Nebraska. 2 165 | 
New Hampshire__.....__- : 42, 285 
New Jersey- gaa noe | 115, 766 
New Mexico.__.__......__| | d 776 
New York 360 109, 049 
) f ¢ 82, 514 
Oreg~n 1 

Pennsylvanis__ 

Rhode Island 

Tennessee 

Texas 

Vermont 

Virginia 

Washington ths Sigs 

Washingt»n, D. C___- 

Wisconsin - -_.___- 





He GuSE Bo! Rosd 


' oo 
em RO 


1,615 29, 873 12, 538, 541 


This same plant has 13 major subcontractors and the division between commit- 
ments to large and small major subcontractors is as follows: 


Major subcontractos—Small and large business program 





Small business | Large business 





f Be | Ly od 
| Number of | Number of | Number of | Number of 
| companies | purchase Value companies | purchase 
| | orders 
1 


Illinois q $1, 840, 256 | 
Indiana 1, 400, 521 : | $1, 504, 710 
| | | ‘ 1, 895, 920 
1, 962, 184 | 

Michigan | 2, 491, 170 
Ohio | _ 
Pennsylvania 3: 6 318, 922 
Virginia | 387, 911 


8, 023, 897 | 8, 452, 255 
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476,152. 
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This prime contractor has obtained reports from its major subcontractors as 
to the distribution of second-tier subcontracts by the large- and small-business 
concerns, and the report is as follows: 


Major subcontract program—zd-tier subcontractors 














Number | Number | Number Number | Number | Number 
State | ofcom- | of small | of large State ofcom- | of small | of large 
| panies | business | business panies | business | business 

















Arizona_____.__-- | 2 | 1 1 || Missouri 1 ede 
California......-..- 66 | 60 | 6 || New Hampshire 4 3 1 
poppections steele 38 | 31 | 7 wee yan 21 16 5 
Rica tern cast 1 1 ‘ New York 86 73 13 
| Se 3 | 3 ; Ohio 40) 34 6 
Illinois __... ailavekh | 88 | 69 19 || Pennsylvania _. 57 39 18 
DE reccnnces -| 44 | 40 4 || Rhode Island 6 6 
Se eae | 1 | 5) ... || Texas ; } 3 
Kentucky... -....._| 1 | 1 j.......... || Vermont 2 2 
Maryland. .__..__.| 3 | Ot. geiedoe Wisconsin _.__. 10 ” 1 
Massachusetts..- -| 190 | 184 | 6 —— 
Michigan .........- 21 19 2 Total. 695 602 93 
Minnesota. -._____-- 7 | 3 } 4 





IX. PROGRESS PAYMENTS AND ADVANCE PAY MENTS 





The Air Force policies and procedures in the area of contract financing stem 
from and are in strict accordance with the policies established for the Depart- 
ment of Defense in Department of Defense Directives 7800.1 and 7840.1 and in 
Air Force Regulation 173-133, a joint regulation of the three military depart- 
ments. A report on these policies has been made to your committee by repre- 
sentatives of the Department of Defense on several occasions. 

Your committee was also furnished statistical data on progress payments 
earlier this year which reflected the extent to which small-business contractors 
received progress payments (exhibit G). It will be noted that 58 percent of 
all Air Force contractors which had progress payments outstanding as of De 
cember 31, 1955, were small business concerns, 

With respect to advance payments, the Air Force has received no request from 
small-business concerns for advance payments. 

































SUMMARY 





The Air Force small-business program is nearing the end of its fifth year of 
operation. The basic procedures established in 1951 have been adhered to but 
certain refinements have been instituted which have served to strengthen the 
program. 

Some of the new features inaugurated during the last year are described below. 

The most recent revision of Air Force procurement instruction section 51 has 
broadened the scope of the small-business set-aside program. This program, 
prior to this recent revision of the Air Force procurement instruction, was re- 
stricted to a very few Air Force purchasing offices where the Small Business 
Administration had assigned representatives. Contracting officers now at the 
more than 150 Air Force bases in continental United States are authorized and 
directed to apply small business set-asides to all appropriate procurements. At 
bases where the Small Business Administration does not have representatives 
assigned, unilateral action on the part of contracting officers in setting aside 
procurements for small business is authorized. 

Air Force small-business specialists have in the past had authority to make 
the determination as to which proposed procurements would be publicized in 
the Department of Commerce Synopsis of United States Government Proposed 
Procurement, Sales, and Contract Awards. Last year the Air Force put into 
effect a procedure by which proposed procurements would be published in the 
Synopsis in advance of actual procurement action. The advantages of this 
plan are that interested potential suppliers are given adequate time to request 
and receive data on which to base a bid or proposal. The plan also results in 
a saving to the Air Force in that the approximate number of bid sets which will 
be required is known in advance. This plan was not widely used because the 
responsibility for determining when it would be used was not clearly established. 
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Our recent revision to the Air Force procurement instruction gives the small- 
business specialist authority to make this determination and will no doubt 
result in more frequent application of the plan. 

A recently adopted procedure provides for publishing in the Department of 
Commerce Synopsis the establishment of a qualitied products list. This notifica- 
tion includes the specification number, the nomenclature, and instructions to in- 
terested suppliers for submitting products for qualification testing. Manufac- 
turers desiring to furnish qualified products to the Air Force are now enabled to 
take steps to have their product approved prior to an actual procurement for 
the period. 

A program has been established to provide releases to local newspapers 
throughout the country publicizing the awarding of contracts of $25,000 and 
over. The purpose is to inform potential subcontractors where they may seek 
business. 

The above developments which are described in greater detail in preceding 
sections of this statement are all steps taken with the intention of strengthening 
the Air Force small-business program. We are placing greater emphasis at 
present on training our people in the field in carrying out the intent of our 
small-business policies. Frequent staff visits to field installations and group 
meetings will continue to assure the success of the program at the working 
level. 


EXHIBIT A 
SECTION LI—SMALL BUSINESS 
Rev. 7 May 1956 Table of Contents 


PART 1—SMALL BUSINESS CONCERNS AND AIR FORCE SMALL BUSINESS PROGRAM 


Paragraph 

51-100 Scope of Part. 

51-101 Applicability of Part. 

51-102 Definitions. 

51-103 General Policy. 

51-104 Air Force Small Business Procedures—General. 


51-105 Assistance to Small Business in Contract Placement and Mobilization 
Planning. 


51-105.1 General. 

51-105.2 Additional Procedures for AMC. 
Responsibilities of Small Business Specialists Assigned to Offices Con- 
cerned With the Administration of Contracts. 


PART 2—DEFENSE PRODUCTION POOLS 


Scope of Part. 
Applicability of Part. 
Statement of Principles of Contracting With Defense Pools. 
Execution of Contracts With Pools. 
51-203.1 Warranty Clause. 
51-203.2 Warranty and Certification Instrument. 
51-203.3 Exempted Contracts. 
51—203.4 Performance Bonds. 


SECTION LI—SMALL BUSINESS 
Part 1—Small Business Concerns and Air Force Small Business Program 


%51-100 Scope of Part. This part sets forth (a) policy with reference to 
small business concerns, (b) the Air Force Small Business Program, its func- 
tions and procedures, and (c) policy and procedures for carrying out a fully inte- 
grated and cooperative program of joint activities between the Air Force and the 
Small Business Administration (SBA). 


51-101 Applicability of Part. This part applies to all AF activities within 
the continental United States. 
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51-102 Definitions. 


(a) A “small business concern” is one, which, including its affiliates, em- 
ploys in the aggregate fewer than 500 persons. This definition will be in effect 
for all procurement matters and these directly related to procurement, subject 
to modification by the SBA. 

(b) An “established supplier” for an item is a concern which is a “source 
of supplies” as defined in ASPR and AFPI 1-201.9 and which has supplied the 
item satisfactorily to one or more military departments; or one with which 
mobilization planning is in effect. 

(c) A “potential supplier” of an item is a concern which is a “source of 
supplies” as defined in ASPR and AFPI 1-201.9 and which is considered to be 
technically and financially competent to supply the item, but which is not an 
established supplier. 

(d) A “fair proportion of the total purchases and contracts for supplies 
and services for the Department of Defense to be placed with small business 
concerns” is defined as that proportion which small business concerns can win 
in open competition, provided they are given an equitable opportunity to compete. 

%*(e) An “equitable opportunity to compete” (with respect to the com- 
petition by small business firms for the procurement of an item) is defined as that 
epportunity which exists when the following conditions are met : 

(1) The invitations for bids (IFB’s) or requests for proposals (FRP’s) 
are sent to all the firms, large and small on the bidders’ mailing list (ASPR 
2-204), or where they are sent to less than the complete list, a pro rata percentage 
of small firms is included among those solicited. 

(2) The quantities are appropriate, or bids or quotations may be sub- 
mitted on such reasonably small economically sound production lots as will enable 
and encourage small business concerns to make bids or quotations on such pro- 
curement or portions thereof. 

(3) The delivery schedule is reasonable, the time allowed for the prepa- 
ration and submission of bids adequate, and the specifications and drawings 
descriptive enough to enable small business to compete. 

(4) Proposed procurements are publicized as required by ASPR and 
AFPI 2-206. 

%*(f) The term “subcontracting” refers to procurement by a business con- 
cern (including nonprofit organizations) of any article, material, or service 
entering into the performance of a contract for defense articles or services 
received by that business concern from a Military Department or from another 
business concern. 

*(g) A “major subcontractor” is a business concern receiving a subcontract 
of $1,000,000 or more (which offers substantial subcontracting opportunities) 
under a defense contract. 


51-103 General Policy. 


%&(a) It is AF policy that a fair proportion of the total purchases and 
contracts for supplies and service for the Department of the Air Force will be 
placed with small business concerns whether as prime contractors, subcontractors, 
or suppliers. 

% (b) In its own direct purchases from industry, the Air Force will carry 
on a continuing program to afford small business concerns an equitable oppor- 
tunity to compete in the procurement of items and services they are capable 
of producing or performing. 

%*(c) In the placement and administration of contracts with large, as well 
as small concerns, which in the opinion of the Air Force offer substantial sub- 
contracting possibilities, the contracting officer and the appropriate administra- 
tive office will bring this AF policy to the attention of prime contractors and 
urge prime contractors to take appropriate measures to assure that small business 
concerns are afforded an equitable opportunity to compete for defense subcon- 
tracts within their capabilities. 

(d) The general principles of the AF small business policy providing for 
giving small business firms an equitable opportunity to produce a fair share of 
the AF requirements of supplies and services, will be extended to mobilization 
planning. To the maximum extent possible consistent with considerations of 
efficient production, geographic dispersion of facilities and other military factors, 
planning will be conducted with small business firms with respect to items, the 
bidders’ mailing list for which include the names of established or potential 
small business concerns. | 
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(e) It is general AF policy to cooperate with the SBA in assisting small 
business concerns to participate in AF procurement. 


51-104 Air Force Small Business Procedures—General. 


(a) The Office of Small Business for Hq USAF, Directorate of Procure- 
ment and Production, Office of the Deputy Chief of Staff, Materiel will insure 
the continued application of the above AF policy. The Chief of the Office is 
appointed by, and directly responsible to, the Director of Procurement and 
Production as his Assistant for Small Business, and will: 

(1) Be responsible for development of policy and the over-all small 
business program for the Department of the Air Force. 

(2) Serve as the focal point for the Department of the Air Force activi- 
ties connected with small business. 

(3) Exercise staff supervision of the implementation and the effective- 
ness of the small business program throughout the Air Force. 

(4) Represent the Department of the Air Force on any policy and 
program determination committees having to do with small business affairs. 

(5) Be responsible for the effective coordination of the Air Force 
Small Business Program with the appropriate aspects of the SBA program. 
The Chief of the Office of Small Business, Hq USAF, together with the Small 
Business Advisor to the Assistant Secretary of Defense (Supply and Logistics), 
will hold monthly meetings with such officials of the SBA as are designated 
by the Administrator, for the purpose of evaluating reports, statistical and 
otherwise, concerning the effectiveness of the small business program and to 
resolve any difficulties that may arise in its operation. Any difficulties that 
cannot be resolved by that group will be referred to the Assistant Secretary 
of Defense (Supply and Logistics) and the Administrator of the SBA. 

(6) Serve as Small Business Advisor to the Assistant Secretary of the 
Air Foree, Materiel, to the Deputy Chief of Staff, Materiel, and to the Deputy 
Chief of Staff, Development. : 

(b) An Executive for Small Business is assigned to the Directorate of 
Procurement and Production at Hq AMC. He is appointed in writing by and 
is directly responsible to the Director of Procurement and Production, Hq 
AMG, and will exercise for the Director, technical direction over all small busi- 
ness functions assigned to AF installations in the continental United States. 

(c) Small business specialists are assigned to AMC field procurement 
activities and to air procurement districts (APD’s) and air procurement offices. 
The chiefs of the small business offices at AMC field procurement activities are 
appointed in writing by the director of procurement and production of the 
activities to which they are assigned. The chiefs of the small business offices 
at APD’s are appointed in writing by the chief of the APD and small business 
specialists assigned to air procurement offices are appointed by the officer-in- 
charge. All small business specialists will be directly responsible to the ap- 
pointing authority. Small business specialists will act as advisors to the ap- 
pointing authority and serve as a focal point within the installations to which 
they are assigned on all matters pertaining to small business. 

51-105 Assistance to Small Business in Contract Placement and Mobiliza- 
tion Planning. 

51-1051 General. The procedures in this paragraph apply to individual 
procurement actions that take place at installations in the continental United 
States. 

(a) SBA Representatives. The SBA may assign part or full-time repre- 
sentatives to the contracting offices of the Air Force in the continental United 
States, giving prior notice in each case to Hq USAF, attn: AFMPP-SB. Such 
representatives are known as SBA representatives and will be furnished with 
desk space, telephone, and other necessary facilities when available, for the 
proper performance of their functions. Information concerning progress of the 
small business program will be freely interchanged between SBA representa- 
tives and AF procurement personnel. 

%(b) Bidder’s Mailing List and Review of Procurement. 

(1) The Air Force will afford the SBA representatives, who are properly 
authorized and cleared for security, upon request, the opportunity to inspect, 
study, and transcribe information from the bidders’ mailing list and will make 
available to the SBA such additional available information as may be necessary 
to enable the SBA representative to determine whether small business firms 
are proportionately represented on any specific list. In those cases in which, 
in the opinion of either the SBA or the Air Force, small business concerns are 
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not properly and proportionately represented, the SBA and the Air Force will 
endeavor to discover additional small business concerns and encourage them to 
apply for inclusion on the bidders’ list. Procurement information required by 
the SBA for the purpose of its referral program (primarily on procurements 
where there are insufficient small business sources) will be made available to 
the SBA on request. 

(2) SBA representatives where they have been assigned will be afforded 
upon request an opportunity to review proposed procurements that are expected 
to involve an expenditure of $10,000 or more, and to inake recommendations con- 
concerning them, including proposals that they be exclusively or partially set-aside 
for small business concerns. When the SBA representative recommends a set- 
aside and the contracting officer does not agree that a set-aside should be made, 
he will state the reasons for his disagreement in writing to the SBA repre- 
sentative. The SBA representative will have 2 work days to appeal in writing 
to the chief of the contracting office, whose decision will be final. Such deci- 
sions, including the reasons for them, will be in writing. A similar opportunity 
to review proposed procurements under $10,000 may be extended by the chief 
of the AF contracting office by mutual agreement. 

(3) SBA representatives, as well as contracting officers may add small 
business concerns to the source list of a specific procurement when deemed 
desirable. 

(4) When the bidders’ mailing list for an item ineludes the names of 
established or potential small business suppliers, the contracting officer will 
handle the procurement of that item (as well as any other procurement that he 
considers appropriate) in a manner that will insure that small business con- 
cerns receive an equitable opportunity to compete, as defined in paragraph 51-102 
(e), consist with other procurement and military requirements. 

%*(c) Set-Asides, General. The Department of the Air Force and the SBA 
have established a joint program of set-asides for small business, the provisions 
of which apply to classified as well as unclassified procurements if otherwise 
applicable. The purpose of this program is to increase the participation of small 
business in AF production to the maximum extent possible by the set-aside device, 
consistent with the primary procurement responsibility of the Air Force. A bid 
or proposal on a procurement or a portion of a procurement that has been set- 
aside for small business will be considered as nonresponsive if it is received 
from a concern which does not meet the Department of Defense definition of a 
small business concern. Contracting officers and other appropriate AF personnel 
engaged in carrying out this program will be guided by the following 
considerations: 

(1) Shortness of time from date of issue of IFB’s or RFP's to opening 
or closing date will not be a valid reason for not making a set-aside. 

(2) The fact that, historically, a large percentage of similar procure- 
ments have gone to small business concerns will not constitute a valid and com- 
plete reason for not making a set-aside. 

(3) With respect to qualified products, the set-aside procedure will not 
be rejected solely on the grounds that the item being procured is a qualified 
product; it may be proper to make a partial set-aside if both large and small 
concerns in adequate numbers are on the qualified products list. 

(4) Applicability of the set-aside provisions of Defense Manpower Policy 
(IMP) No. 4, as set forth in AFPI Section L, does not prevent a contracting 
officer from making a total or partial small business set-aside; however, the 
sufficiency of small business qualified sources in areas of substantial labor sur- 
plus (Groups D, E, or F) will be considered by the contracting officer. 

(5) The definition of a “fair proportion of the total purchases and 
contracts for supplies and services” (par. 51-102 (d)) will not be used as a 
reason for not making small business set-asides. 

(6) Set-asides will not be entered into: 

(A) Which would exclude planned producers involuntarily from the 
opportunity to submit proposals on procurement of items on 
which they hold planned producer status. This does not preclude 
the making of a partial set-aside where appropriate. 

(B) Which would preclude a concern which had satisfactorily per- 
formed a development contract for the same or similar item 
from being considered. This does not preclude the making of a 
partial set-aside where appropriate. 

(C) On a precurement which must be placed with a justifiable “sole 

source.” 
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(7) In eases where the set-aside for small business of either the total 
amount or a portion of a procurement is appropriate and the set-aside could 
be based on either a determination in which a SBA representative participated 
or on the separate decision of the contracting officer, preference will uniformly 
be given to the joint action with the SBA representative, but inability to take 
the action on this basis, as for example, in the absence of any SBA representa- 
tive, will not operate to obstruct the making of a set-aside by unilateral action 
in cases that are otherwise appropriate. 

(8) A procurement publicized according to ASPR and AFPI 2-206 in 
the Department of Commerce “Synopsis of Proposed Procurement, Sales and 
Contract Awards” which has been set-aside for small business will be so labelled 
in the Synopsis. In synopsizing the unreserved portion of a procurement on 
which a partial small business set-aside has been made, the statements appear- 
ing in the IFB or RFP notice set forth in subparagraph (e) (2) below will be 
published along with the description appearing in the Synopsis. 

(9) If, in the light of the facts and circumstances existing at the time 
of the placement of the contract, the contracting officer considers that a con- 
tract cannot be made with a small business concern without detriment to the 
Government’s interest (e. g., because of unreasonable price), the contracting 
officer may initiate withdrawal of the set-aside. If the set-aside resulted from 
a joint decision of a SBA representative and the contracting officer and if the 
SBA representative does not agree to the withdrawal, the matter will be referred 
to the chief of the contracting office or his designee, whose decision will be final 
unless the chief or his designee decides to refer the matter to higher authority. 
A signed memorandum record of the withdrawal of any set-aside will be made 
and retained in the procurement file. 

(d) Total Small Business Set-Asides. The entire amount of the procure- 
ment will be set aside for exclusive participation of small-business concerns 
when such action is determined by the SBA representative and the contracting 
officer (or, in the event of the nonavailability of a SBA representative, by the 
contracting officer alone) to be (i) in the interest of maintaining or mobilizing 
the Nation’s full productive capacity or (ii) in the interest of war or national- 
defense programs. 

(1) When a total small-business set-aside has been made as a result 
of a determination by a SBA representative and the contracting officer as pro- 
vided above, the procurement may be entered into by means of negotiation or 
by “small business restricted advertising.” Small business restricted advertising, 
including awards thereunder, will be conducted in the same way as prescribed 
for formal advertising under ASPR and AFPI Section II, except that bids 
and awards will be restricted to small business concerns and the contract will 
be awarded pursuant to Section 214 of the Small Business Act of 1953, as 
amended. 

(2) All other total small business set-asides will be entered into by 
means of negotiation and the contract will be negotiated pursuant to Section 
2 (c) (1) of the Armed Services Procurement Act of 1947. 

(3) Each IFB or RFP issued in connection with a proposed procure- 
ment which has been totally set-aside for small business will contain the fol- 
lowing notice: 


NOTICE TO PROSPECTIVE BIDDERS OR OFFERORS 


This procurement will be awarded to one or more small business concerns. 
This action is the result of a determination by the contracting officer, alone, 
or in conjunction with a duly authorized Small Business Administration 
representative, that it is in the interest of maintaining or mobilizing the 
Nation’s full productive capacity, or in the interest of war or national defense 
programs. Therefore, bids or proposals under this procurement are re- 
stricted to small business concerns and awards will be made to a small busi- 
ness concern or concerns. (The Department of Defense defines a small busi- 
ness aS any concern which, including affiliates, employs in the aggregate 
fewer than 500 employees.) The right is reserved to reject any bid or pro- 
posal when it is in the interest of the Government to do so. Bids or pro- 
posals received from firms not classified as small business will be considered 

as non-responsive. 
x*(e) Partial Small Business Set-Asides. When the entire amount of a 
procurement cannot be set aside for small business under subparagraph (e) above, 
a portion of the procurement will be set aside for the execlusive participation 
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of small business when such action is determined jointly by a SBA representa- 
tive and the contracting officer (or in the event of the nonavailability of a SBA 
representative, by the contracting officer alone) to be: (i) in the interest of 
maintaining or mobilizing the Nation's full productive capacity; or (ii) in the 
interest of war or national defense programs, and when the quantities can be 
divided into two or more economical production runs, and when two or more 
small business sources are known or believed to have the technical competency 
and the productive capacity to supply the portion of the procurement being set- 
aside. To the extent possible, consistent with the provisions of this section, the 
portion set-aside for small business will be such as to make maximum use of 
small business capacity. 

(1) IFB’s and RFP’s for the unreserved portion and for the portion 
set-aside will both be for not less than an economical production run. After 
award of the unreserved portion, procurement of the portion set-aside will be 
effected by negotiation pursuant to subparagraph (3) below. 

(2) Bach IFB or RFP issued in connection with a proposed procure- 
ment where less than 100 percent thereof has been set-aside for small business 
concerns will contain substantially the following clause: 


NOTICE TO PROSPECTIVE BIDDERS OR OFFERORS 


An additional quantity of (insert quantity of each item) has been set aside 

for negotiation exclusively with small business concerns. The right to par- 
ticipate in subsequent negotiation for any quantity thus set aside shall be 
conditioned upon the submission of a bid (proposal) upon the similar item 
in this procurement at unit prices within 120 percent of the highest award 
made. 

(3) Negotiation for the procurement of quantities set-aside will be 
conducted only with responsible bidders or offerors which have previously sub- 
mitted bids or proposals on the unreserved quantities offering a unit price not 
greater than 120 percent of the highest award made. Such negotiation will 
begin with the bidder or offeror which submitted the lowest responsive bid or 
proposal in connection with the unreserved procurement when the procurement 
of the unreserved quantity has resulted in one contract only, or in multiple awards 
all at the same price, awards for quantities set-aside will be at a unit price not 
in excess of the unit price of the unreserved quantities. When the procurement 
of the unreserved quantities has resulted in multiple awards at different unit 
prices, awards for quantities set-aside will be at a price determined by the con- 
tracting officer to be fair and reasonable, but in no event higher than the highest 
price awarded in connection with the unreserved quantities. In the absence of 
changes in market prices and other factors requiring consideration, the con- 
tracting officer will consider the weighted average unit price of all awards made 
in connection with the unreserved quantities as being a fair and reasonable 
price. The weighted average unit price will be ascertained by adding the total 
dollar amounts of all awards of the unreserved quantities and dividing the 
grand total by the total number of units included in all such awards. In con- 
ducting negotiation for the quantities set-aside, it is permissible to reveal the 
unit price of the lowest award on the unreserved portion ; however, cost or other 
pricing data pertaining to such award may not be divulged. If the procurement 
of the entire set-aside quantity cannot be effected by the method set forth above, 
the unplaced portion of the set-aside will be procured in the most appropriate 
manner. 

(f) Certificates of Competency. 

(1) The SBA has legislative authority to certify as to the competency 
of any small business concern as to capacity and credit. Prior to making certifi- 
cations, the SBA will obtain and consider such technical and financial informa- 
tion concerning any firm as may be available from the purchasing activity. Cer- 
tifications as to competency reflect the judgment of the SBA that the firm is 
capable of performing and that the Government will not be taking an unrea- 
sonable risk of an unsatisfied judgment in the event of default, although they 
do not imply that all possible future claims by the Government will be fully 
satisfied. Contracting officers will accept Certificates of Competency from the 
SBA as conclusive and will not require that any other requirement with respect 
to capacity or credit be met. However, in case of grave doubt on the part of 
the contracting officer as to the firm’s ability to perform, he will refer the case, 
with all pertinent available information and an indication of the degree of 
urgency to the Commander, AMC, attn: MCP-2 for review prior to award. If 
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Hq AMC doubts the ability of the certified firm to perform in strict accordance 
with the particular procurement requirements, the case and all pertinent infor- 
mation will be forwarded to the Director of Procurement and Production, Hg 
USAF. 

% (2) If a small business concern, in spite of having submitted an other- 
wise acceptable bid or proposal which would normally place it in a position to 
receive an award, has been found deficient in capacity or in credit, and if, for 
this reason, a contemplated award to such a small business concern is being or 
may be withheld: 

(A) The SBA will be notified and will be furnished with information 
upon which the negative FCR was based, and any other infor- 
mation available which may be necessary in order for the SBA 
to make a decision as to the issuance of a Certificate of Com- 
petency. 

(B) The procedures set forth in AFPI 52-107 (i) and 52-108 (e) 
will be followed 

(C) The SBA will be allowed 10 working days from the date upon 
which the SBA receives notification, or more at the option of 
the contracting officer, in which to issue a Certificate of Com- 
petency, unless the contracting officer certifies that such time 
interval will seriously affect the required expeditious award of 
the contract. The small business specialist in the APD will 
advise the procuring contracting officer of the date on which 
notification was given to the SBA. This procedure will not apply 
to proposed awards of less than $1,000; it may be used at the 
request of the procuring contracting officer on proposed awards 
of $1,000 and over and less than $10,000; and will be followed 
on proposed awards of $10,000 and over. 

(zg) SBA Certification that the Administration is Competent to Perform 
the Contract. In any case in which the SBA certifies, according to Section 208 
of the Small Business Act of 1953, as amended, that the SBA is itself competent 
to perform any specific Government contract, such certification will be made by 
the Administrator or Deputy Administrator of the SBA to the Secretary of the 
Air Force. 

(h) Defense Subcontracting Small Business Program. 

% (1) The contracting officer will insert the clause set forth in ASPR 
7-104.14 in all cost-reimbursement-type and fixed-price-type supply and service 
eontracts (other than personal services contracts) and in all construction con- 
tracts in amounts exceeding $5,000 (except those contracts entered into with 
foreign contractors which are to be performed outside of the continental United 
States, its Territories and possessions). 

* (2) A procuring contracting officer, when placing a prime contract (ex- 
cept contracts to be performed substantially outside of the continental United 
States, its Territories and possessions) which in his opinion offer substantial 
subcontracting possibilities, will, when the contract exceeds $1,000,000 (or may, if 
the contract is of lesser amount), urge the contractor to establish and conduct 
as a part of his purchasing system a Defense Subcontracting Small Business 
Program as a means of carrying out the policy stated in paragraph 51-108 (c) 
and as a means of implementing the clause in ASPR 7-104.14. The Defense Sub- 
contracting Small Business Program will include but not be limited to the fol- 
lowing provisions: 

(A) The designation of an executive of the company or plant as its 
its small business liaison officer : 

(i) To be the contact man with the procuring activity and with 
officials of the SBA on matters relating to small business 
participation. 

(ii) To assure that the company or plant carries out the small 
business subcontracting clause in its contracts. 

(iii) To be responsible for the establishment of an effective De- 
fense Subcontracting Small Business Program within the 
company or plant. 

(B) The publication within the company or plant of the Defense 
Subcontracting Small Business Program of the company, in- 
cluding the policies and procedures appropriate to accomplish 
its objectives. 

(C) The adoption by the company of procurement policies designed 
to assure that small concerns will have an equitable opportunity 
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to secure defense subcontracts, including, but not necessarily 
limited to: 
(i) Requiring, to the extent practicable, wide-spread solicitation 
of qualified small concerns prior to award of subcontracts 
(ii) Allowing sufficient time for competent small concerns to 
submit bids. 
(iii) Permitting small firms, to the extent practicable, to submit 
bids for quantities less than the total requirement. 
(iv) Making specifications and drawings readily available to in- 
terested small concerns. 
( v) Establishing realistic delivery schedules, consistent with 
prime contractual requirements, that do not preclude submis 
sion of bids from competent small firms. 

(D) The maintaining of records showing for each prospective sub- 
contractor on the bidder’s mailing list whether it meets the 
Department of Defense definition of a small business concern 

(E) The placing in subcontracts with major subcontractors of the 
small business subcontracting clause already appearing in its 
own contract. 

(F) The requesting of each such major subcontractor to establish and 
conduct a Defense Subcontracting Small Business Program, meet- 
ing these requirements. 

(G) The utilization of such information related to potential small 
business sources as furnished by the appropriate offices of the 
Military Departments and the SBA. 

(H) The submission of such information on subcontracting to small 
business as may be called for when forms duly authorized by the 
Department of Defense are provided by by the procuring activity. 

% (3) Responsibility for reviewing the adequacy of a prime contractor’s 
Defense Subcontracting Small Business Program will be assumed by the Air 
Force when the Air Force has mobilization planning cognizance (ASPPO re- 
sponsibility) for the plant; or when no military department has mobilization 
planning cognizance, such responsibility will be assumed by the Air Force when 
the Air Force has plant cognizance procurement (as defined in ASPR 4-101.2b). 
If no military department has either mubilization planning cognizance or plant 
cognizance procurement, the chief of the Office of Small Business, Hq USAF will 
be responsible within the Air Force for coordination with the other military 
departments and the Department of Defense concerning assignment of responsi- 
bility. 

% (4) When preparing DD Form 350, “Individual Procurement Action 
Report,” on contracts containing the Utilization of Small Business clause, the 
procuring contracting officer will make a notation on the form under item 25, 
“Remarks,” as to whether the contractor already has or is willing to establish 
a Defense Subcontracting Small Business Program. If the contractor already 
has or is willing to establish such a program, the notation will also show which 
military department has responsibility for determining its adequacy. 

51-105.2 Additional Procedures for AMC. At Hq AMC and at AMC field 
procurement activities to which small business specialists are assigned, the 
procedures in this paragraph, in addition to those in paragraph 51-105.1, will be 
followed on all individual procurement actions which are expected to involve 
an expenditure of $10,000 or more. 

(a) The procurement personnel will notify the small business specialist 
when, prior to the initiation of purchase requests, discussions are held for the 
purpose of considering potential sources. At such discussions potential sources 
suggested by the small business specialist will be given the same consideration 
as other potential sources that may be considered. 

(b) PR—MIPR control offices will furnish a copy of all PR’s to the small 
business specialist simultaneously with the release of the PR’s to the buyer. 

(c) The small business specialist will notify the buyer in the event the 
SBA representative, if one is assigned to the purchasing office, wishes to discuss 
the procurement. 

%*(d) The buyer will notify the small business specialist, by telephone or 
personal contact, when ready, but prior to ordering the issuance of the IFB or 
RFP. The small business specialist will arrange a meeting with the buyer and 
will invite the SBA representative to participate in the meeting, if one is assigned 
to the installation: 

80745—56 23 
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(1) At this meeting, the buyer will state a proposed method of handling 
the procurement and furnish the small business specialist a copy of his pro 
curement plan, if one has been prepared, and will furnish the small business 
specialist a copy of the bidder’s mailing list to be used. 

(2) The small business specialist will advise the buyer of his determina 
tion as to whether the item or service being procured is within the capability of 
small business concerns to produce or furnish as prime contractors, and will 
advise the buyer of determination of the applicability of DMP No, 4. He will 
also make suggestions, if desired, as to the method of handling the procurement, 
and make additions to the list of concerns to be solicited when deemed desirable 
to afford small business concerns a greater opportunity to participate in the 
procurement. These additions will include the names of any small business 
concerns submitted by the SBA. He will advise the buyer of determination in 
regard to synopsizing the procurement. If it has been determined according to 
ASPR and AFPI 2-206 that the procurement will be synopsized, action will be 
taken to submit the information called for in AF PI 2—206.50 (b) at the earliest 
practicable time prior to issuance of RFP’s or IFB’s. The determination with 
respect to the use of advance notification of procurement will be made by the 
small business specialist. Advance notifications of procurement will be used in 
all instances except those in which such action would not be in the best interest 
of the Government, and, in such instances where advance notification of pro- 
curement is not used, the small business specialist will insure that the procure- 
ment file is documented with appropirate justification. 

(3) Following the determination as to whether a small business set- 
aside will be made according to paragraph 51—105.1 (d) and (e) above, the small 
business specialist will furnish the buyer with a completed copy of AFPI Form 
46 (formerly AMC Form 261A), “Small Business Coordination Sheet,” which 
will become a permanent part of the procurement file. This form will be com- 
pleted according to the agreements reached between the buyer and the small 
business specialist. If it has been determined that the procurement will be 
synopsized according to ASPR and AFPI 2-206, the buyer and the small business 
specialist will enter in the space provided on AFPI Form 46 a description of the 
supply or service being procured, which will be published in the Department of 
Commerce “Synopsis of Proposed Procurements, Sales and Contract Awards.” 

(e) For those procurements determined by the small business specialist 
to be suitable for smal! business, the buyer will : 

% (1) Furnish a copy of the IFB or RFB, and any amendments subse- 
quently issued, to the small business specialist. 

% (2) Furnish to the small business specialist, prior to making awards, 
a copy of the abstract of bids or proposals including any engineering or labora- 
tory evaluation that has influenced the procurement. The abstract will be in 
sufficient detail to enable the small business specialist to determine: 

(A) The PR or MIPR number involved in the procurement. 

(B) Whether the procurement has been handled according to AFPI 
Form 46. 

(C) The basis for the buyer’s recommendation if award is recom- 
mended to other than small business. 

(D) The number of sources solicited. 

(E) The correct name and location of each bidder and whether the 
bidder is large or small business. 

(f) The small business specialist will notify the buyer when not satisfied 
that adequate consideration has been given to small business concerns in the 
handling of the procurement, and will be given an opportunity to appeal to 
the chief of the procurement committee at the AMC field procurement activity 
prior to award. At Hq AMC the appeal will be made to the Assistant to the 
Director of Procurement and Production. The small business specialist will 
notify the buyer of any disagreement immediately upon receipt of the abstract 
to avoid delaying the procurement. Normal review functions will be performed 
on ali awards requiring approval of higher authority. 

(g) The small business specialist at AMC field procurement activities 
will review all DD Forms 350, “Individual Procurement Action Report,” before 
they are sent to Hq AMC, and will advise the buyer when it appears that 
the small business information on the form is incorrect. Small business special- 
ists at Hq AMC will review all DD Forms 350 originating in the buying divisions. 
liq AMC, as well as those received from AMC field procurement activities, before 
the information thereon is included in recurring reports prepared by AMC for 
higher authority. In addition to advising the buyer of incorrect information 
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appearing on the forms originating in the buying divisions at Hq AMC, infor 
mation will be extracted from the forms as required to carry out the program 
established by AMCR 190-3. The Executive for Small Business, Hq AMC, will 
forward the names of those contractors which have expressed a_ willingness 
to establish Defense Subcontracting Small Business Programs, together with 
the contract number, and on contracts of an unclassified nature information 
as to the items contracted for, and any other pertinent information, to the small 
business specialist in the APD office within whose geographical limits the prime 
contractor is located. The information will include notification of which mili- 
tary department will determine the adequacy of the contractor’s program when 
established. In any case requiring information as to the particular military 
department which will have responsibility for determining the adequacy of a 
contractor's program, the small business specialist in the APD will secure the 
information through a direct exchange of correspondence with the Chief of the 
Office of Small Business, Hq USAF. 

¥% (h) Contractors’ reports referred to in paragraph 51-105 (h) (2) H (H) 
will be processed by the Air Force and transmitted to the Department of Defense. 

% (i) Each activity covered by this paragraph will submit AFPI Form 
46A (formely AMC Form 261), “Small Business Monthly Activity Report,” 
(RCS: AMC-—N-5) as of the end of each month to reach Hq AMC, attn: MCP-5, 
not later than the 10th calendar day of the following month. The small business 
specialist will be responsible for maintaining records on AFPI Form 46B (form- 
erly AMC Form 261B), “Small Business Procurement Abstract,” and submitting 
reports directly to Hq AMC, attn: MCP-—5, on all procurements in an amount of 
$10,000 or more. If a cross reference card is required, AFPI Form 46C (formerly 
AMC Form 261C), “Small Business Cross Reference Abstract,” will be used. 

%*(j) The Preparedness Branch (MCPBI), Hq AMC, will make available 
to the Executive for Small Business, Hq AMC, the Department of Defense 
Preferential Planning List and the Department of the Air Force Departmental! 
List. The Executive for Small Business will promptly inform MCPBI of the 
names of established or potential small business suppliers appearing on existing 
bidders’ mailing lists for the items in question so that they may be considered 
in mobilization planning, and, further, will take such action as appropriate 
to assist MCPBI in affording guidance to prime manufacturers in establishing 
their subcontract structures. Prior to approving a planned producer's sub 
contracting structure, MCPBI will afford the Executive for Small Business an 
opportunity to review such structure and make suggestions as deemed appropriate. 

51-106 Responsibilities of Small Business Specialists Assigned to Offices 
Concerned With the Administration of Contracts. 

(a) Small business specialists assigned to AMA’s will exercise staff 
assistance (surveillance) and technical direction with respect to small business 
functions of APD’s within the jurisdiction of the AMA. 

¥*%(b) Small business specialists assigned to an APD are responsible for, 
but not limited to, the function described below. 

(1) Serve as advisors on small business matters to the chief of the 
APD and will bring to his attention any policy or procedure considered inequit- 
able to small business concerns. Promptly report to the chief of the APD the 
circumstances of any specific case in which a small business concern is not receiv- 
ing equitable treatment. 

(2) Maintain liaison and exchange information with other Government 
agencies (Federal, State, and local) for the purpose of rendering the maximum 
umount of assistance to small business. In this connection, represent the APD 
at joint meetings with authorized private agencies and organizations concerned 
with the problems of small business. This will include contacts with governors’ 
small business committees, local Chambers of Commerce and 
organizations. 

(3) Be responsible for contacts with the SBA in connection with negative 
FCR’s as set forth in AFPI 52-107 (i) (1). 

(4) Furnish advice upon request regarding the application of small 
business polities to purchasing activities within the boundaries of the APD 

(5) Serve on committees or boards concerned with the review of facility 
capability surveys or reports. 

(6) Review proposals for facilities expansions, determine if the small 
business office files contain records of any existing open capacity of the type 
required, and make appropriate recommendations. 
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(7) Conduct an aggressive program to discover small business sources 
capable of participating in AF procurement as either prime contractors or 
subcontractors. 

(8) Compile and maintain lists of small business concerns within the 
geographical limits of the APD along with sufficient detail to determine the 
type of products that the individual concerns are capable of producing. In- 
formation contained in such lists will be made available to the SBA upon request 
in order that the SBA may consolidate such information in any combined in- 
ventories of small business capacities that the Administration may deem it 
advantageous to maintain. 

% (9) Maintain bid boards and assist small business concerns in be- 
coming established in the procurement sources system at the appropriate purchas- 
ing office. Review applications for incorporation in such procurement sources 
systems made by firms located within the APD to determine that the firm is 
capable of producing the products for which they desire to become listed. This 
review will be made before the application is submitted to the purchasing office 
as set forth in ASPR and AFPT 2-204.3. 

(10) Maintain lists of current AF contractors within the APD, and in 
appropriate nearby areas outside the APD, and advise inquiring small business 
concerns of the nature of the contracts held and, to the extent known, the type 
of work normally subcontracted by each large contractor. 

(11) Make personal visits to AF prime contractors within the geograph- 
ical limits of the APD, with particular attention being given to those contractors 
holding prime contracts of a nature which may offer substantial subcontracting 
possibilities. Visits will be coordinated with the administrative contracting 
officer or AF plant representative. The small business specialist will furnish 
prime contractors with information regarding small business concerns who have 
open capacity for the production of supplies and components required by the 
prime contractor. If necessary, the small business specialist will solicit such 
information from small business specialists in other APT's. 

% (12) Upon receiving information from Hq AMC on a contractor's will- 
ingness to establish a Defense Subcontracting Small Business Program (see par. 
51-105.2(g), have a letter sent from the Director of Procurement and Produc- 
tion, Hq AMC, to the president of the company, containing the minimum require- 
ments of the Program, and requesting confirmation of the company’s willingness 
to establish and conduct such a program, together with the name of the individual 
designated as the small business liaison officer. The reply from the company 
will be noted in the records of the APD and sent to the Commander, AMC, attn: 
MCP-5, through the appropriate AMA headquarters. 

% (13) Where contractors have established Defense Subcontracting Small 
Business Programs, responsibility for which has been assigned to the Air Force, 
determine the adequacy of the contractor’s Defense Subcontracting Small Busi- 
ness Program by a personal call on the contractor within 90 days after having 
been notified that the contractor has established a program. In determining the 
adequacy of the contractor’s program, AFPI Form 46D, ‘Defense Subcontracting 
Small Business Checklist,” will be completed and retained in the small business 
specialist’s files. A copy of the completed checklist will be furnished to the 
administrative contracting officer or the AF plant representative for his consid- 
eration when reviewing the contractor’s purchasing system for approval or dis- 
approval, since it is recognized that liaison with the contractor insofar as sub- 
contracting to small business is concerned is a joint responsibility of the small 
business specialist and the administrative contracting officer. Discrepancies in 
the contractor’s Defense Subcontracting Small Business Program reflected by 
the completed checklist will be brought to the attention of the contractor’s small 
business liaison officer with an appropriate request for corrective action. 

(c) Reports. AFPI Form 46E (formerly AMC Form 261D), “Small 
Business Quarterly Progress Report,” will be prepared for each calendar quarter 
(covering the periods from July through September, October through December, 
January through March, and April through June). Each APD will submit the 
report in duplicate to the appropriate AMA headquarters. Each AMA will 
prepare the report for the operation at its headquarters, and attach one copy of 
the report submitted by each APD. One copy of these reports, supported by the 
detailed breakdown by States required by item 7 of AFPI Form 46BK, but omitting 
the detailed breakdowns required by items 4, 9, and 10, will be submitted to the 
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Commander, AMC, attn: MCP-5, in time to be received not later than 25 calendar 
days after the end of the period covered by the report. RCS: AMC-—N37 is 
assigned to this report. 


Part 2—Defense Production Pools 


51-200 Scope of Part. This part sets forth the statement of principles to 
guide AF personnel in their dealings with Defense Production Pools that have 
been approved under the provisions of the Defense Production Act of 1950, as 
amended. The part also provides a procedure for confirming that a group repre 
senting itself to be a Defense Production Pool is an authorized pool and pre- 
scribes a warranty clause and a warranty certification in connection with con 
tracts with pools. 

51-201 Applicability of Part. This part applies to all AF procurement 
activities within the continental United States. 

51-202 Statement of Principles of Contracting With Defense Pools. 

(a) Definition. A Defense Production Pool consists primarily of a group 
of manufacturing concerns having among themselves production facilities, 
whose owners have associated together to obtain and perform jointly, or in con 
junction with each other, contracts for the production of articles, equipment, 
supplies, and materials, and the furnishing of services for defense use, and who 
have agreed among themselves concerning their organization, relationship, and 
procedure, and which has been approved as a Defense Production Pool according 
to the Defense Production Act of 1950, as amended. 

(b) Exemption From Walsh-Healey Act. Approved production pools 
and members thereof are not required to conform to the definition of “regular 
dealer or manufacturer” as set forth in ASPR 1-201.9 by reason of an exemption 
granted by the Secretary of Labor by order dated 14 June 1951 with respect to 
section 1 (a) of the Walsh-Healey Act. In all other respects, financial responsi 
bility and performance capability of the production pool will be determined as 
for any contractor according to AF procedures. 

(c) General Policy. The general policy of the Department of Defense 
and the Air Force is to conduct business with Defense Production Pools on the 
same basis as with all other bidders and contractors. Pools will neither be 
discriminated against nor favored over other bidders and contractors solely by 
reason of the form of their organization. 

%(d) Determination of Status. The contracting officer is responsible for 
determining whether a group of firms seeking to do business with the Govern 
ment is an authorized Defense Production l’0o] and whether the Administrator 
of the SBA has designated the particular pool a “small business.” In any case 
where the award of a contract to a group representing itself as a Defense Pro 
duction Pool is contemplated, the contracting officer will request the small 
business specialist in the APD within whose geographical boundaries the pool 
is located to obtain from the SBA and furnish the following: 

(1) Confirmation of whether the group is an authorized Defense Pro 
duction Pool. 

(2) A list of the member companies of the pool. 

(3) A statement regarding the type of organization and plan of opera 
tion of the pool. 

(4) A statement regarding the preferences and privileges granted to 
the pool, e. g., whether the Administrator of the SBA has designated the particu- 
lar pool a “small business,” in order that it may be granted preferences and 
privileges according to small business concerns. 

%* (e) Solicitation of Bids and Quotations From Pools. On request, duly 
authorized Defense Production Pools will be placed on appropriate bidders’ mail- 
ing lists when the request is accompanied by a photostatic copy of the pool’s 
Notification of Approval. IFB’s or RFP’s will be furnished to the Defense 
Production Pools on the appropriate bidders’ mailing list for a specified item 
or group of items. Each pool normally will be considered as one source of 
supply irrespective of the number of its membership, and generally will be 
furnished one set of bid or proposal forms. Membership in a pool will not pre- 
clude individual members from bidding on procurements for which they are 
qualified. 
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(f) Award of Contracts. 


(1) Bids and quotations submitted by Defense Production Pools will 
be analyzed pursuant to the same procedures and principles that pertain to all 
other prospective contractors. 

(2) When the Administrator of the SBA designates a particular pool 
“small business,” the pool will be granted the preferences and privileges accord- 
ing to small business concerns. 

(3) Where the pool will substantially perform a contract in plants 
located in areas of labor surplus, the preferences granted to contractors perform- 
ing work in such areas will be applied to the award of the contract. 

(4) Before awarding a contract to a pool, the contracting officer will 
insure that: 


(A) There will be performance, both as to quality and delivery. 
Preaward surveys and facilities capability surveys will be 
conducted to determine the capability of performance of a 
pool in the same manner as for any other contractor. To in- 
sure the uninterrupted production of the manufacture of supplies 
or the furnishing of services to be undertaken by a pool, the 
financial resources to be employed in or available for the per- 
formance of the contract will be examined just as in the case 
of an individual contractor, to determine whether they are 
sufficient to give reasonable assurance of satisfactory per- 
formance. 

(B) The Pool Agreement adequately binds each participating mem- 
ber who agrees to undertake part of the work on a contract 
to comply with his obligation to do so. 


51-203 Execution of Contracts With Pools. Contracts awarded to De- 
fense Production Pools will normally be made in the name of the Defense 
Production Pool. Except as otherwise provided, such contracts will contain the 
Warranty clause prescribed in paragraph 51—203.1, and there will be attached 
to, and made a part of, the contract a Waranty and Certification instrument 
as prescribed in paragraph 51—203.2 below. 

51-203.1 Warranty Clause. Except as provided in paragraph 51-203.3, the 
clause set forth below will be included in every contract with a Defense Pro 
duction Pool: 


WARRANTY (DEFENSE PRODUCTION POOL) 


The contractor unconditionally warrants that (i) it has been duly ap- 
proved as a Defense Production Pool under the Defense Production Act 
of 1950, as amended; (ii) each of the individual signators listed in the in- 
strument entitled “Warranty and Certification (Participating Members)” 
attached hereto and hereby made a part hereof is a member participating 
in such Pool; (iii) such signators are all of the participating members in 
the Pool; and, (iv) the respective dollar amounts set forth in such attached 
instrument under the caption “Financial Liability” indicate the extent of 
financial liability for performance of the allotted portion of the afore- 
mentioned contract by each respective participating member. 

51-203.2 Warranty and Certification Instrument. 

(a) Except as provided in paragraph 51-203.3, the Warranty and Cer- 
tification instrument set forth below will be signed and executed by every par- 
ticipating member and will be attached to each contract with a Defense Pro- 
duction Pool after the contract has been duly executed in the name of the poo! 


and the signature in the name of the pool has been duly certified by the Secre- 
tary or other official of the pool. 


WARRANTY AND CERTIFICATION (PARTICIPATING MEMBERS) 


In consideration of the award of the contract to which this instrument 
is attached, each of the undersigned hereby executes the following warranties 
and grants in favor of the Government. Each of the undersigned uncondi- 
tionally warrants that (i) it is a member of the Defense Production Pool 
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designated as the Contractor in the contract with the Government to which 
this instrument is attached; (ii) it will perform its allotted portion of such 
contract in accordunce with the terms of that contract; (iii) it will be fully 
and directly responsible to the Government for such performance; and, (iv) 
it will be individually liable for performance of the contracts to an extent 
not greater than the amount of financial liability stated below. Each of the 
undersigned grants to the Government the right to proceed directly against it 
under the clause in the aforementioned Government contract entitled “De 
fault,” or otherwise, in the event of any failure on its part to perform the 
contract in accordance with the terms thereof; provided, however, that no 
participating member shall be directly liable to the Government in an 
umount greater than the amount of its financial liability stated herein below. 


Financial Liability Members 


(When the participating member is a corporation, insert at this point the 
form for certification of*corporate authority to execute the above instru 
ment. The signature of each corporate member will be formally certified by 
the corporate official authorized to affix the corporate seal. ) 

(b) The above Warranty and Certification instrument will be incorporated 
by appropriate language into the Government contract with the Defense Pro 
duction Pool. 

51-203.3 Exempted Contracts. Neither the Warranty clause nor the War- 
ranty and Certification instrument will be used when a member of the Defense 
Production Pool: 

(a) Executes the Government contract in his own name as provided by the 
terms of the Pool Agreement. 

(b) Executes a Government contract in his own name independently of 
a pool. 

51-203.4 Performance Bonds. The extent to which performance bonds may 
be required in connection with contracts with pools will be according to the 
requirements of ASPR and AFPI Section X, 
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EXHIBIT B 


AF SMALL BUSINESS OFFICE HAR. 


SMALL BUSINESS COORDINATION SHEET 


A. PURCHASE REQUEST WR. 


6. DESCRIPTION OF ITEM OR SERVICE 


Ce ESTIMATED AMOUNT 


SUPPLIES OR SERVices [ ] ARE 


[_] ARE NOT WITHIN CAPABILITIES OF SMALL BUSINESS TO SUPPLY OR PERFORM,’ 
THE PROCUREMENT wiit Be [ ])ADVERTISED [_] NEGOTIATED. 


4 A. BIDDERS MAILING LIST CONTAINS NAMES OF LARGE BUSINESS FIRMS 
OF FIRMS ON BIDDERS’ MAILING LIST, LARGE BUSINESSES 


__.. SMALL. BUSINESS FIRMS, 
. SMALL BUSINESSES WILL BE SOLICITED. 


(te negative anewer ie given to any of the following li~me 4B thru 4E below, explanation i required.) 


8. QUANTITIES [_]ARE [_] ARE NOT SUCH AS TO ENABLE SMALL BUSINESS FIRMS TO COMPETE. 


C. DELIVERY scHeouLes [_] ARE [_] ARE WOT SUCH AS TO ENABLE SMALL BUSINESS FIRMS, INCLUDING POTENTIAL 
SUPPLIERS, TO COMPETE, 


D. INFORMATION (SPECIFICATIONS, DATA, DRAWINGS, ETC.) [JIS [ ]IS NOT SUFFICIENT FOR COMPETITION AXMIXCIOGEX 
QOH ROA 


e. Tiwe [_}'S [_)tS NOT SUFFICIENT TO PERMIT POTENTIAL SOURCES TO ADEQUATELY PREPARE AND SUBMIT QUOTATIONS. 


& A. PROCUREMENT [_]witt [ ] WILL NOT BE SYNOPSIZED. ADVANCE WOTICce: [ ] YES [_]NO. 


8. EXCEPTION TO SYNOPSIS (AFP) 2-206) 


C. if PUBLISHED, THE FOLLOWING DESCRIPTION WILL BE USED: 


& A. DEFENSE MANPOWER POLICY NR. IV [_}!S [_] 1S NOT APPLICABLE. 





8. DEFENSE MANPOWER POLICY WR. Iv SET ASIDE [_)WiLL [_]WILL NOT BE APPLIED. PER CENT 


7% A. SMALL BUSINESS SET ASIDE [_]wiit [_]WILL NOT BE APPLIED. NUMBER _ _ PER CENT SET ASIDE 


B®. BiIOSETs [ }witt [_] WILL NOT BE MAILED TO SMALL BUSINESS ADMINISTRATION OFFICES. 


& THE AF SMALL BUSINESS SPECIALIST HAS ADDED THE FOLLOWING NAMES TO BE INCLUDED IN THE BIDDERS’ MAILING LIST FOR 
SOLICITATION, (Namee furnished by Small Business Administration are marked with an eetertek) 


AF SMALL BUSINESS SPECIALIST 


If anewer ie alfimative, the Buyer will, prior to eward, fumich the AF Small Business Specialiet with @ copy of the abstract of bid 
propgeala, including any engi laboratory evaluation that hee influenced the procurement. The Buyer wi: 
submitting @ bid ie large or email 


EXHIBIT C 


DEPARTMENT OF THE AIR FORCE, 
OFFICE OF THE ASSISTANT SECRETARY, 
Washington, June 7, 1955. 
DEAR Mr. : As you know, Congress has imposed an affirmative obligation 
on the military departments to see that smal] business receives a fair share of de- 
fense business. Moreover, it is considered essential from the point of view of the 
Air Force that small-business concerns in the United States be given every oppor- 
tunity to participate in producing goods and services for the defense effort. 
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Because of the nature of Air Foree procurement, the greatest opportunities for 
small business exist in securing subcontracts from major contractors of the Air 
Force. In recognition of this fact, the Air Force embarked some time ago on a 
small-business program, an important element of which has been devoted to the 
problem of subcontracting. On April 19, 1955, the Department of Defense issued 
an Instruction setting forth a uniform policy on subcontracting to small bnsiness 
adopted by the Department of Defense., I have attached a copy of this Instrue- 
tion because of the close attention which it deserves, 

Realizing the genuine cooperation which your company has in the past given 
to the Air Force small-business policy, I am writing to you in order to emphasize 
the importance of this program to the Air Force. I am confident that you recog- 
nize the necessity of making maximum use of competent small-business concerns 
in your current production as one means of assuring their availability to you 
under mobilization conditions. It ts hardly necessary to point out that small 
businesses can also play an important part in the efficient performance of prime 
contracts which are awarded your company. 

The Air Force, through the Air Materie! Command, will shortly present to all 
contractors holding contracts having substantial subcontracting possibilities a 
specific program in line with the attached Department of Defense Instruction 
I urge you to give this program your personal attention and support. 

Sincerely yours, 


Rocer Lewis. 
Inclosure. 


.XHIBIT D 
HEADQUARTERS 


AIR MATERIEL COMMAND 
Wright-Patterson Air Force Base, Ohio 
TO SPEED DELIVERY OF 
YOUR REPLY, PLEASE 
ADDRESS COMMUNICA- 
TION TO ATTENTION OF 
MCP-5 
DEAR— 

On 7 June 1955, the Assistant Secretary, Materiel, Roger Lewis, wrote to you 
regarding the importance of subcontracting to small concerns. As an Inclosure 
to his letter, there was a copy of the Department of Defense Instruction 4100.20, 
subject, “Department of Defense Small Business Subcontracting Policy.” 

As you know, the Air Foree has carried out a positive small-business pro- 
gram since 1951. In recognition of the important part subcontracting plays in 
this small-business program, many Air Force prime contractors have established 
a small-business subcontracting program within their own organization as one 
means of implementing the following clause appearing in their contracts with 
the Air Force: 

“It is the policy of the Government as declared by the Congress to bring 
about the greatest utilization of small-business concerns which is consist- 
ent with efficient production. 

“The contractor agrees to accomplish the maximum amount of subcon- 
tracting to small-business concerns that the contractor finds to be consistent 
with the efficient performance of this contract.” 

Although the Department of Defense Instruction applies to future contracts 
of a certain size and nature, I am taking this means to request that you as a 
current contractor, if you have not already done so, establish a “Defense Sub- 
contracting Small Business Program,” having as a minimum the provisions set 
forth in the Department of Defense Instruction. It is my earnest hope that in 
setting up your program, you will find ways and means of expanding its activities 
over and above what is provided in the Department of Defense Instruction. 

Will you please forward to me the name of the Executive of your company 
whom you shall appoint Small Business Liaison Officer. 

Very truly yours, 

Davip H. BAKER, 
Major General, USAF, 
Director of Procurement and Production. 
80745—56—-—— 24 
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ExuHIsit E 


DEFENSE DEPARTMENT CONTRACTORS’ SMALL BUSINESS LIAISON OFFICERS 


AIR FORCE RESPONSIBILITY 


Plant 
Aermotive Equipment Corp., 1632-8 Cen- 
tral St., Kansas City, Mo. 
Air Associates, Inc., Teterboro, N. J... 


Airborne Instruments Laboratory, 160 Old 
Country Rd., Mineola, N. Y. 

Aircooled Motors, Inc., Syracuse, N. Y_-.. 

Aircraft Engineering & Maintenance Co., 
Post Office Box 1169, Oakland, Calif. 

American LaFrance Corp., Elmira, N. Y---- 


American Machine & Foundry Co., New 
York, N. Y. 

American Motors Corp., 12601 East Jeffer- 
son Ave., Detroit, Mich. 

The Aro Equipment Corp., Bryan, Ohio__-- 


Lycoming Division, Aveo Manufacturing 
Corp., Stratford, Conn. 

American Kitchens Division, Aveo Manu- 
facturing Corp., Connersville, Ind. 

Crosley Division, Aveo Manufacturing 
Corp., Richmond, Ind. 

Crosley Division, Aveo Manufacturing 
Corp., Cincinnati, Ohio. 

Lycoming Division, Avco Manufacturing 
Corp., Williamsport, Pa. 

Crosley Division, Avco 
Corp., Nashville, Tenn. 

Battelle Memorial Institute, 505 King Ave., 
Columbus, Ohio. 

Beech Aircraft Corp., Wichita, Kans 

Bell Aireraft Corp., Post Office Box 1, 
Buffalo, N. Y. 

Bell & Howell Co., 7100 McCormick Rd., 
Chicago, Il. 
Aircraft Section, Bendix Products Division, 
Bendix Aviation Corp., South Bend, Ind. 
Pacific Division, Bendix Aviation Corp., 
North Hollywood, Calif. 

Eclipse-Pioneer Division, Bendix Aviation 
Corp., Teterboro, N. J. 

Pioneer Central Division, Bendix Aviation 
Corp., Davenport, Iowa. 

Red Bank Division, Bendix Aviation Corp., 
Eatontown, N. J. 

Utica Division, Bendix Aviation Corp., 
Utica, N. ¥. 

Scintilla Division, Bendix Aviation Corp., 
Sidney, N. Y. 

Wichita Division, Boeing Airplane Co., 
Wichita, Kans. 

Seattle Division, Boeing Airplane Co., 
Seattle, Wash. 

Brooks & Perkins, Inc., 1950 West Fort St., 
Detroit, Mich. 

Burroughs Corp., Detroit, Mich 

Cessna Aircraft Co., Wichita, Kans 

Chandler-Evans Division, Niles-Bemont- 
Pond Co., West Hartford, Conn. 


Manufacturing 


Small business liaison officer 
N. C. Yontz. 


©. M. Leeds, vice president and gen- 
eral manager. 

George C. Hansen, director of pro- 
curement. 

A. K. Stevens, purchasing manager. 

A. G. Cole, treasurer. 


Clarence A. Pettyjohn, vice presi- 
dent-treasurer. 

T. R. Dreyer, vice president of man- 
ufacturing. 

O. Arnold Norman. 


J. R. Markey, assistant to vice pres- 
ident, sales. 

George Rapuano. 

E. B. Husselman. 

A. W. Shepman. 

C. H. Scholl. 

Cc. L. Briceland. 

Dale Hergert. 

E. E. Slowter, business manager. 

L. E. Bowery, manager, materials. 

Ray P. Whitman, first vice presi- 
dent. 

Allen M. Adams, director of pur- 
chasing. 

G. I. Lyman. 

D. Bell. 

J. Quinn. 

G. W. Thomas. 

L. D. Fyfe. 

K. C. Baldwin. 

W. B. Wilson. 

C. A. Vail, material director. 

F. L. Dobbins, manager, materiel 
section. 

William Baske, control manager. 

R. T. Stark, director of purchases. 


Del Roskam, vice president. 
Louis G. Burns, sales manager. 
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AIR FORCE RESPON SIBILITIES—continued 


Plant 

Chicago Aerial Industries, Inc., 1980 Haw- 
thorne Ave., Melrose Park, Ill. 

The Cleveland Pneumatic Tool Co., 3781 
East 77th St., Cleveland, Ohio. 

Plant No. 2, Convair, Division of General 
Dynamics Corp., San Diego, Calif. 

Cook Electric Co., 2700 Southport Ave., 
Chicago, Ill. 

Cornell Aeronautical Laboratory, Inc., 4455 
Genessee St., Buffalo, N. Y. 

Curtiss-Wright Corp., Wood-Ridge, N. J_-- 


Edgerton, Germeshausen & Grier, Inc., 160 
Brookline Ave., Boston, Mass. 

Electronics Corporation of America, Cam- 
bridge, Mass. 

Fairchild Camera & Instrument Corp., 
Robbins Lane, Syosset, Long Island, N. Y. 

Aircraft Division, Fairchild Engine & Air- 
plane Corp., Hagerstown, Md. 

Engine Division, Fairchild Engine & Air- 
plane Corp., Farmingdale, Long Island, 
B. = 

Stratos Division, Fairchild Engine & Air- 
plane Corp., Bay Shore, Long Island, 
Ni E, 

Federal Television Corp., 187-9-41 Duane 
St., New York, N. Y. 

The Firestone Tire & Rubber Co., Akron, 
Ohio. 

Flight Refueling, Inc., Baltimore, Md 


Ford Division, Kansas City Aircraft Plant, 
Claycomo, Mo. 

Aircraft Engine Division, Chicago Air- 
craft Plant, 7401 S. Cicero Ave., Chicago, 
Til. 

Engine & Foundry Division, Motor Plant, 
Post Office Box 413, Dearborn, Mich. 

Metal Stamping Division, Dearborn Stamp- 
ing Plant, Post Office Box 494, Dearborn, 
Mich. 

Friden Caleulating Machine Co., Inc., San 
Leandro, Calif. 

The Garrett Corp., 9851-9951 Sepulveda 
Blvd., Los Angeles, Calif. 

General Mills, Ine., 400 
South Minneapolis, Minn. 

General Motors Corp., Detroit, Mich 

General Precision Equipment Corp., New 
York, N. Y. 

Gibbs Manufacturing & Research Corp., 
Janesville, Wis. 

The B. F. Goodrich Co., Akron, Ohio 


Second Ave., 


Goodyear Tire & Rubber Co., Inc., Akron, 
Ohio. 

Hammond Manufacturing Corp., 3600 East 
Foothill Blvd., Pasadena, Calif. 

Hayes Aircraft Corp., Birmingham, Ala__-_~- 


Holley Carburetor Co., Van Dyke, Mich_--- 


Small business liaison officer 
Robert A. Maisner, vice president 
of operations. 
W. R. Uloz, director of materiel. 


Holdard G. Colem, director of pro- 
curement. 

Henry W. Bolger. 

E. M. Lindsay, materiel manager. 

T. ©. Coyne, vice president and 
director of scheduling, planning 
and procurement. 

E. L. Klein, treasurer. 

L. Whitman Smith. 

Charles Westerstrom. 


O. D. Collins. 


E. W. Hill, J. R. Walker. 
John L’Hommedieu. 


Norman Jacobson, vice president. 


W. D. Gohr, director 
activities. 
Walter Venghaus, 
manufacturing. 
K. R. Glide. 


of defense 


manager of 


Cc. O. Slaght. 


E. P. Gallagher. 


H. H. Compson. 


Earl B. Olson, purchasing agent. 


James B. Meyer, 
curement. 

Zeus Soucek, general 
mechanical division. 


director of pro- 


manager, 


F. D. Herbert, Jr., vice president. 

Russell FE. 
president. 

W. W. Seull, director 
facturing services, 

V. R. Jacobs, government sales de- 
partment. 

John D. Swarthout, 
contracts, 

B. A. Rupert, director of procure- 
ment and supply. 


Gage, executive vice 


of manu- 


director of 
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Hughes Aircraft Co., Culver City, Calif-__- 


International Business Machines 
New York, N. Y. 
Jack & Heintz, Inc., Cleveland, Ohio 


Corp., 


Johnson Fare Box Co., -4619 Ravenswood 
Ave., Chicago, Il. 

Johnston Foil Manufacturing . Co., 
South Broadway, St. Louis, Mo. 
Kearfott Co., Inc., 1150 MeBride Ave., 

Little Falls, N. J. 
Kropp Forge Go., 5301 West Roosevelt Rd., 
Chicago, Hi. 

Laboratory for Electronics, Inc., 75 Pitts 
St., Boston, Mass. 
Lear, Ine., 110 Ionia 

Rapids, Mich. 
The Leland Electric Co., Dayton, Ohio 


6106 


Ave., NW., Grand 


Link Aviation, Inc., Binghamton, N. Y 

Lockheed Aircraft Corp., Burbank, Calif___ 

Loewy Construction Co., Inc., 350 5th Ave., 
New York, N. Y. 

Lombard Corp., 689 Wick Ave., Post Office 
Box 177, Youngstown, Ohio. 

The W. L. Maxson Corp., 460 West 34th 
St., New York, N. Y. 

Mergenthaler Linotype Co., Brooklyn, N. Y_ 


Minneapolis-Honeywell Regulator Co., 2753 
4th Ave., South Minnezpolis, Minn. 

The Morse Instrument Co., Hudson, Ohio___ 

North American Aviation, Inc., 12214 Lake- 
wood Blivd., Downey, Calif. 

North American Aviation, Inc., Interna- 
tional Airport, Los Angeles, Calif. 

North American Aviation, Ine., Fresno 
Modification Center, Post Office Box 95, 
Fresno, Calif. 

Northrop Aircraft, Ine., Northrop Field, 
Hawthorne, Calif. 

Olympic Radio & Television, Inc., 34-01 
38th Ave., Long Island City, N. Y. 

Packard-Bell Co., 123383 West Olympic 
Blvd., Los Angeles, Calif. 

The Ralph M. Parsons Co., 617 South Olive 
St., Los Angeles, Calif. 

The Perkin-Elmer Corp., Norwalk, Conn_--- 

Phillips Petroleum Co., Bartlesville, Okla_. 


Polan Industries, Inc., Huntington, W. Va_- 

Radioplane Co., 8000 Woodley Ave., Van 
Nuys, Calif. 

Reeony Corp., 150 Nassau St., New York, 
me 

Republic Aviation Corp., 
Long Island, N. Y. 

Reynolds Metals Co., 
Bldg., Richmond, Va. 

Roval Jet, Inc., 1024 Westminster Ave., 
Alhambra, Calif. 

Scott Aviation Corp., Lancaster, N. Y 


Farmingdale, 


Reynolds Metals 


Small business liaison officer 


Donald Patrick, general purchasing 
agent. 


J. S. Seltzer, manager of purchases 
and production planning. 
C. F. Kerbs, contract officer. 

John T. Stang, project engineer. 
Charles F. 
agent. 
Kdward Ulvestad. 


Bartlam, purchasing 


Sims McGrath, president. 


R. J. Benecchi, assistant general 
manager. 

Walter R. Stump, assistant pur- 
chasing agent. 

M. B. Bird, purchasing agent. 

Stuart C, Cramer. 

Charles Brodie. 


R. W. Crawford, director of pur- 
chases. 

J. E. Caddie, director of procure- 
ment. 

Carl Hergrueter, manager of gov- 
ernment contracts, 
Charles C. Buekland, 
dent and secretary. 

Kk. C. Kenyon. 

C. R. Raftery, division director of 
material, 

Rulon Nagely, director of material. 


vice. presi- 


Lb. L. Weber, purchasing agent. 


J. W. Hinchliffe, director of mate- 
riel. 

Dave Gerstein, manager of Govern- 
ment products division. 

Hugh L. Vick, chief of contracts, 
administration. 

Edward F. Miller, manager of pur- 
chasing. 

Lloyd C. Ahlgren, treasurer. 

J. W. Proffitt, general purchasing 
agent. 

Jerry A. Goheen, purchasing agent. 

John Zook, assistant purchasing 
agent. 

Andrew J. Asch, Jr. 


C. E. Reid, director of production 
and procurement. 
C. J. Stanton. 


E. S. Munson, vice president. 


John C. Goodell. 
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Seeger Refrigerator Co., St. Paul, Minn... 
Spartan Aircraft Co., Aviation Service Di- 
vision, Municipal Airport, Tulsa, Okla. 
Standard Rolling Millis, 196 Diamond St., 

Brooklyn, N. Y. 

Standard Steel Works, North Kansas City, 
Mo. 

The Bassick Co., Division of Stewart- 
Warner Corp., 4837 Howard Ave., Bridge- 
port, Conn. 

South Wind Division, Stewart-Warner 
Corp., 1514 Drover St., Indianapolis, Ind. 

Stroukoff Aircraft Corp., West Trenton, 
Nd 

Studebaker-Packard Corp., Detroit, Mich_- 

Sun Electrie Corp., Harlem and Avondale, 
Chicago, Ill. 

Soler Aircraft Co.. 1901 Bell Ave., Des 
Moines, Iowa. 

Sundstrand Aviation, 2421 11th St., Rock- 
ford, Ill. 

United Air Lines, United Air Lines Bldg., 
Chicago, Tl. 

Sikorsky Aircraft Division, United Air- 
craft Corp., Bridgeport, Conn. 

Viewlex, Inc., 35-01 Queens Blvd., Long 
Island City, N. Y. 

Western Union, New York, N. Y_---------- 

Weston Electrical Instrument Corp., New- 
ark, N. J. 

Wm. H. Whittaker Co., Ltd., 915 North 
Citrus Ave., Los Angeles, Calif. 

Willys Motors, Inc., Toledo, Ohio__________ 


Wolverine Diesel Power Co., 12700 Mans- 
field, Detroit, Mich. 


Admiral Corp., 3800 Cortland St., Chicago, 

Il. 

Aerojet-General Corp., Azusa, Calif.....__- 

Aerojet-General Corp., Sacramento, Calif__ 

Allis-Chalmers Manufacturing Co., Mil- 
waukee, Wis. 
All American Engineering Co., Box USS, 
2668 DuPont Airport, Wilmington, Del. 
Aluminum Company of America, Pitts- 
burgh, Pa. 

American Bosch Arma Corp., Roosevelt 
Field, Garden City, N. Y. 

American Machine & Foundry Co., Buffalo, 
Na. 2: 

Anaconda Wire & Cable Co., Hastings-on- 
Hudson, N. Y. 

Bath Iron Works, Bath, Maine____________ 

Bausch & Lomb Optical Co., Rochester, 
es 

Missile Section, Bendix Products Division, 


Bendix Aviation Corp., Mishawaka, 
Ind. 


AIR FORCE RESPON SIBILITIES—continued 


NAVY RESPONSIBILITY 


« 


Small business liaison officer 


F. J. Tolley, manager of aviation 
service division. 
John §. Elwin. 


H. H. White, vice president, sales. 


A. FE. Ransome. 


A. N. Phillips. 


Col. C. W. O'Conner, USAF (re 
tired). 


Russell Carlson, assistant director 
of purchasing. 
Earl Needham, purchasing agent. 


Quin Bowen, manager of purchas- 
ing and production. 

D. V. O'Leary, director of purchas- 
ing and stores. 

Ki. P. Lord. 


Jack D. Blum, contract administra- 
tor. 

B. F. Mathews, general purchasing 
agent. 

A. L. Morrison, purchasing agent. 


Jack Brandt, director of materiel. 


Leo S. MacKay, vice president ni 
charge of purchasing. 
William D. Kapp. 


Thomas J. Lloyd, assistant to exec- 
utive vice president. 

William R. Rozance, director of ma- 
terial. 

Elmer E. Nelson, resident manager. 


John F. 
chasing. 

R. O. Keefer, general purchasing 
agent. 

W. M. Maughan, director of pur- 
chases. 


Stocki, director of pur- 


C. S. Buss, purchasing agent. 


G. E. Wiley. 
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Hamilton Division, Bendix Aviation Corp., 
Hamilton, Ohio. 

Montrose Division, Bendix Aviation Corp., 
South Montrose, Pa. 

sethlehem Steel Co., 
sion, Quincy, Mass. 

Bill Jack Scientific Instrument Co., Solana 
Beach, Calif. 

E. W. Bliss Co., 1375 Raff Rd. SW., Canton, 
Ohio 

Borg-Warner Corp., Ingersoll-Kalamazoo 
Division, Kalamazoo, Mich. 

Srush Electronies, Cleveland, Ohio 

Burroughs Corp., Detroit, Mich 

Callery Chemical Co., Callery, Pa_.----_--- 

Cardox Corp., 307 North Michigan Ave., 
Chicago, Ill. 

Century Industries Corp., 1600 Wilmington- 
San Pedro Rd., San Pedro, Calif. 

Chance Vought Aircraft, Inc., Dallas, Tex_-_ 

Chrysler Corp., Detroit, Mich 

Collins Radio Co., Cedar Rapids, lowa____- 


Shipbuilding Divi- 


Consolidated Diesel Electric Corp., Ludlow 
and Canal St., Stamford, Conn. 
Control 
N. Y. 
Plant No. 1, Convair, Division of General 
Dynamics Corp., San Diego, Calif. 
Converto Manufacturing Co., Cambridge 


Instrument Co., Ine., Brooklyn, 


City, Ind. 

Cooper Alloy Corp., Clark, N. J..-......--- 

Craig Systems, Inc., 90 Holten St., Danvers, 
Mass. 

Daystrom, Ine., Poughkeepsie, N. Y 

DeLaval Steam Turbine Co., Trenton, N. J__ 

Detroit Controls Corp., Control Engineering 
Division, Norwood, Mass. 

Douglas Aircraft Co., Inc., Santa Monica, 
Calif. 

The Dow Chemical Co., Midland, Mich 


Allen B. DuMont Laboratories, Inc., 750 
Bloomfield Ave., Clifton, N. J 
Eastman Kodak Co., Rochester, N. Y 


Exide Industrial Division, the Electric 
Storage Battery Co., 42 South 15th St. at 
Chestnut, Philadelphia, Pa 

Guided Missiles Division, Fairchild Engine 
& Airplane Corp., Wyandanch, Long 
Island, N. Y. 

Farrand Optical Co., Inc., Bronx Blvd. and 
East 238th St., New York, N. Y. 

Federal Motor Truck Co., Detroit, Mich __- 

General Electric Co., New York, N. 

Goodyear Aircraft Corp., Akron, Ohio 

Greer Hydraulics, Inc., New York Interna- 
tional Airport, Jamaica, N. Y. 

Gremco, Ine., 3535 North Sylvania, Fort 
Worth, Tex. 

Grumman Aircraft Engineering Corp., Beth- 
page, Long Island, N. Y. 


Small business liaison officer 
D. J. MacGregor. 


P. J. Donowick. 


C. D. Parsons, assistant secretary. 


C. A. Chamberlain, secretary and 
assistant to president. 


H. R. Harper, 
president. 
Simon Greitzer. 


assistant to vice 


Cc. O. Anderson, director, purchas- 
ing staff. 

David Lavker, 
chases. 


director of pur- 


Howard G. Golem, director of pro- 
curement. 
Don Dillon, purchasing agent. 


Cc. J. Kvasnak, vice president in 
charge of government contracts. 


D. J. Bosio, director of materiel. 


Tyrone Gillespie, assistant to presi- 
dent. 

Hi. B. Graham, manager of govern- 
ment contracts. 

Harmar Brereton, assistant secre- 
tary. 

H. S. Stevenson. 


George J. Ryan. 


C. E. Wernlein. 
M. J. McCarty, vice president. 


H. A. Delaney. 

David Fromson, secretary and con- 
tracts manager. 

D. M. Duke, purchasing agent. 





n- 
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NAVY RESPONSIBILITY—continued 





Small business liaison officer 


Hazeltine Electronics Corp., 58-25 Little B. H. Rogers, assistant vice presi- 


Neck Parkway, Little Neck, Long Island, 
N.Y. 
Heppenstall Co., Pittsburgh, Pa_....--~--~- 


Hieks Oorp.,. Boston, Montini... 

Hiller Helicopters, Palo Alto, Calif.._..._- 

Hoffman Laboratories, Inc., 3761 South Hill 
St., Los Angeles, Calif. 

Hydro-Aire, Inc., 3000 Winona Ave., Bur- 
bank, Calif. 

Ingalls Shipbuilding Co., Pascagoula, Miss 

Joy Manufacturing Co., Henry W. Oliver 
Bidg., Pittsburgh, Pa. 

Kaiser Aluminum & Chemical Corp., Kaiser 
Building, 1924 Broadway, Oakland, Calif. 

Kollsman Instrument Co., Elmhurst, N. ¥Y_-- 


Land-Air, Inc., 201 North Wells St., Chi- 
eago, Ill. 

Librascope, Inc., Glendale, Calif._._-_----~_- 

Linde Air Products Co., Division of Union 
Carbide & Carbon Corp., 30 East 42d St., 
New York, N. Y. 

Litton Industries, Inc., 336 North Foothill 
Rd., Beverly Hills, Calif. 

Lockheed Aircraft Service, Inc., Post Office 
Box 48, Burbank, Calif. 

Loral Electronics, New York, N. Y_-------- 

Luria Engineering Co., 511 5th Ave., New 
York, N. Y. 


The Magnavox Co., Fort Wayne, Ind 


The Glenn L. Martin Co., Baltimore, Md_-- 

Maryland Electronic Manufacturing Corp., 
College Park, Md. 

McDonnell Aircraft Corp., St. Louis, Mo___- 


Melpar, Inc., 3000 Arlington Blvd., Falls 
Church, Va. 

Mine Safety Appliance Co., 201 North Brad- 
dock Ave., Pittsburgh, Pa. 

New York Shipbuilding Corp., Camden, N. J_ 

Norden-Kotay, Milford, Conn_._.__-_----- 

Columbus Division, North American Avia- 
tion, Inc., 4800 East 5th Ave., Columbus, 
Ohio. 

Northern Ordnance, Minneapolis, Minn___-- 

Pacific Airmotive Corp., Burbank, Calif--_- 


Peseo Products Division, Borg-Warner 
Corp., 24700 North Miles Rd., Bedford, 
Ohio. 

Peterson Builders, Inc., Sturgeon Bay, Wis__ 

Piasecki Helicopter Corp., Morton, Pa___-_- 

Pioneer Parachute Co., Inc., Manchester, 
Conn. 

Puget Sound Bridge & Dredging Co., Seat- 

tle, Wash. 


dent for procurement. 


J. O. Phillips, assistant to executive 
vice president. 


E. T. Grindle, manager, purchasing 
and stores department, 

Robert Gingrich, director of pur- 
chasing. 

C. W. Lenox, Jr., purchasing agent, 


Kurt C. Warmbein, director of pur- 
chases. 

Fred J. Drewes, assistant to vice 
president, and manager. 

George Stanion, assistant to vice 
president. 

Martin T. 
president. 


Dyke, executive vice 


EK. Easterly, vice president of distri- 
bution. 


Charles R. Abrams, Jr. 


R. W. MeGrail, materiel manager. 


Kk. H. Webster, vice president In 
charge of production and pur- 
chasing. 

P. B. Lovegren, director of pur 
chasing. 

G. B. Shaw, vice president. 

W. G. Carroll, treasurer. 


Lloyd Harrison, vice president, pro- 
curement. 

R. Branden Marsh, director of gen- 
eral services. 

J. P. Curran, purchasing agent. 


M. A. Haymore, division director of 
material. 


Neal J. Coleman, vice president, ad- 
ministration. 
Mr. Robert L. McGrath. 


Lewis G. Sinning, director of pro- 
curement. 
Lyman H. Ford, president. 
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Radio Corporation of America, Camden, 
N. J. 

Raytheon Manufacturing Co., Waltham, 
Mass. - 

Reeves Instrument Corp., 215 East 91st St., 
New York, N. Y. 

Ryan Aeronautical Co., Lindbergh Field, 
San Diego, Calif. 

Sanders Associates, Inc., Nashua, N: H_-- 

Sangamo Electric Co., Springfield, Il 

Seeger Refrigerator Co., Evansville, Ind__.- 

Shaw & Estes, Post Office Box 2399, Dallas, 
Tex. 

Specialty Engineering & Electronics Co., 
Brooklyn, N. Y. 

Sperry Gyroscope Co., Division of Sperry 
Rand Corp., Great Neck, N. Y. 

Solar Aircraft Co., 2200 Pacific Highway, 
San Diego, Calif. 

Stavid Engineering Co., Plainfield, N. Y_.-. 

Switlik Parachute Co., Inc., 1325 East State 
St., Trenton, N. J. 

Radio Tube Division, Sylvania Electric 
Products, Inc., Emporium, Pa. 

Electronic Systems Division, Sylvania 
Electric Products, Inc., 175 Great Arrow 
Ave., Buffalo, N. Y. 

Electronics Division, Sylvania Electric 
Products, Inc., 100 Sylvan Rd., Woburn, 
Mass. 

Research Laboratories, Sylvania Electric 
Products, Inc., Bayside, N. Y. 

Parts Division; Sylvania Electric Products, 
Inc., 12 2d Ave., Warren, Pa. 

Microwave Tube Laboratory, Sylvania 
Electric Products, Inc., 500 Evelyn Ave., 
Mountain View, Calif. 

Lighting Division, Sylvania Electric Prod- 
ucts, Ine., Boston St., Salem, Mass. 

Televiso Corp., 1415 Golf Rd., Des Plaines, 
Il. 

Temco Aircraft Corp., Post Office Box 6191, 
Dallas, Tex. 

Ultrasonic Corp., 640 Memorial Dr., Cam- 
bridge, Mass. 

Pratt & Whitney Aircraft, United Aircraft 
Corp., New Haven, Conn. 

Hamilton Standard Division, United Air- 
eraft Corp., Windsor Locks, Conn. 

Webster Chicago Corp., 816 North Kedzie 
Ave., Chicago, Il. 

Westinghouse Electric Corp., 401 Liberty 
Avenue, Post Office Box 2278, Pittsburgh, 
Pa. 

Whirlpool-Seeger Corp., St. Paul, Minn 


Small business liaison officer 
V. DeP. Goubeau, vice president, 
materials. 
Ernest F. Leathem. 


George C. Konolige, assistant to the 
president. 
M. K. Smith, chief of materiel. 


Cecil D. Elfenbein. 


James Mattern, production plan- 
ning manager. 

Leonard B. Allen, assistant plant 
manager. 


EK. A. Scott. 


H. A, Ehlers, general manufactur- 
ing manager. 
Henry Lehne, general manager. 


Charles W. Hosterman, assistant 
general manager. 


Dr. R. M. Bowie, director of engi- 
neering and research. 

Merle W. Kremer, general manu- 
facturing manager. 

Gerald C. Rich, manager. 


Henry F. Callahan, general manu- 
facturing manager. 

Daniel F. Shea, Jr., assistant to the 
president. 

Charles D. 
material. 

F. H. Guerette, director of pur- 
chases. 

D. W. Harris. 


Collier, director of 


G. W. Hatzenbuhler. 


H. L. Schenck, chief contract ad- 
ministrator. 

R. M. Wilson, sales manager; M. A. 
Dotterrer, production manager. 


Sigmund 8S. Stewart, director 
purchases. 


of 


ARMY RESPONSIBILITY 


Air Products, Inc., Emmaus, Pa 
Allis-Chalmers Manufacturing Co., Box 512, 
Milwaukee, Wis. 


K. R. Geist, director of purchases. 
George C. Rogers. 


American Air Filter Co., Inc., Louisville, Ky. J. L. Winchester. 
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Bendix Radio Division, Bendix Aviation Harold Rosenbaum, treasurer. 


Corp., Towson, Md. 


Blue Anchor Overall Co., Inc., 1826 East 


Somerset St., Philadelphia, Pa. 


Byron Jackson Co., Post Office Box 2017, 
Termina! Annex, Los Angeles, Calif. 
Chicago Pneumatic Tool Co., 6 East 44th 


St., New York, N. Y. 


Connecticut Telephone & Electric Corp., 


Meriden, Conn. 


Consolidated Welding & Engineering Co., 


Chicago, Ill. 


Continental Aviation & Engineering Corp., 


Detroit, Mich. 


Dresser Industries, Inc., Republic National 


Bank Bldg., Dallas, Tex. 


Electric Heating Equipment Co., Philadel- 


phia, Pa. 


Emerson Radio & Phonograph Corp., 524 


West 23d St., New York, N. Y. 


Farm Rite Implement Co., 4227 North Knox 


Ave., Chicago, Ill. 


Farnsworth Electronics Co., Fort Wayne, 


Ind. 


Federal Telephone & Radio Corp., Clifton, 
N. J. 


Engine & Foundry Division, Dearborn 
Engine Plant, Ford Motor Co., Post Office 


Box 516, Dearborn, Mich. 


Metal Stamping Division, Dearborn Tool & 
Die Plant, Ford Motor Co., Post Office 


Box 487, Dearborn, Mich. 


The General Tire & Rubber Co., Akron, Ohio_ 


The Hallicrafters Co., 5th and Kostner 


Aves., Chicago, Ill. 


The Hammarlund Manufacturing Co., Inc., 


460 West 34th St., New York, N. Y. 


Harvey Aluminum, 19200 South Western 


Ave., Torrance, Calif. 


Hycon Manufacturing Co., 2961 East Colo- 


rado St., Pasadena, Calif. 


Lewyt Manufacturing Corp., 60 Broadway, 


Brooklyn, N. Y. 


Marmon-Herrington Co., Inc., Indianapolis, 


Ind. 
Metal Hydrides, Inc., Beverly, Mass 


Motorola, Inc., 4545 West Augusta Blvd., 


Chicago, Ill. 


The North Electric Manufacturing Co., 


Galion, Ohio. 


Olin Mathieson Chemical Corp., 460 Park 


Ave., New York, N. Y. 


Phileo Corp., 4700 Wissahickon Ave., Phila- 


delphia, Pa. 


Zenith Optical Division, Polan Industries, 


Inc., Huntington, W. Va. 


Polarad Electronics Corp., 43-20 34th St., 


Long Island City, N. Y. 
Radiation, Inc., Melbourne, Fla 


Radio Receptor Co., Inc., 240 Wythe Ave., 


Brooklyn, N. Y. 


ARMY RESPONSIBILITY—continued 


Small business liaison officer 


Thomas L. Martin. 
G. J. Coffey. 


D. A. Sutch, executive vice presi- 
dent. 
A. LaFave. 


E. L. Andrews, facilities director. 
Donald W. Kent, president. 


Joseph Nass. 


E. H. Hechinger. 


Robert Hauser, purchasing agent. 


E. P. Gallagher. 
H. H. Compson. 


R. H. Mallory, manager, defense 
products division. 

Jdward J. Corcoran, assistant sec- 
retary. 

F. F. Sylvester, general sales man- 
ager. 

Lawrence A. Harvey, executive vice 
president. 

Rear Adm. J. S. Laidlaw, USN (re- 
tired), assistant to the president. 

Bernard Krieger, Government con- 
tract administrator. 

F. B. Croner, vice president. 


Frank J. O’Brien, vice president of 
procurement. 
Lloyd Bender, vice president. 


William C. Foster, executive vice 
president. 

W. MacMurtrie, purchasing agent. 

Jerry A. Goheen. 

S. Merrill Skeist. 

William W. Dodgson, Jr., vice 


president. 
Leo Friedman, purchasing agent. 
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Rauland-Borg Corp., Chieago, Ill 
Reliance Manufacturing Co., 350 5th Ave., M.G. Kagan, vice president. 
New York, N. Y. 
Remington Rand, Inc., 1 Atlantic St., Stam- Albert M. Ross. 
ford, Conn. 
Servo Corporation of America, 20-20 Jeri- Charles F. Healey, production con- 
cho Turnpike, New Hyde Park, N. Y. trol. 
The Steelcraft Manufacturing Co., Ross- Maurice Schulzinger. 
moyne, Ohio. 
Stewart-Warner Corp., 1826 Diversey E. N. Osterberg. 
Parkway, Chicago, Il. 
Stewart Die Casting Division, Stewart- L. C. Dostert. 
Warner Corp., 4535 West Fullerton Ave., 
Chicago, Ill. 
Stewart. Die Casting Division, Stewart- George W. Wilder. 
Warner Corp., 275 Warren St., Bridge- 
port, Conn. 
Bassick-Sack Division of the Bassick Co., R. M. Westveer. 
Stewart-Warner Corp., Post Office Box 
4237, Winston-Salem, N. C. 
U. S. Machine Division, Stewart-Warner Carl J. Winkler, Jr. 
Corp., Lebanon, Ind. 
Stewart-Warner Electronics, Stewart-War- I. G. Blackberg. 
ner Corp., 1300 North Kostner Ave., Chi- 
cago, Ill. 
Teletype Corp., Chicago, Ill 
The Tumpane Co., Inc., Post Office Box 82, O. G. Lehr. 
Marietta, Ga. 
United Engineering & Foundry Co., 948 John C. Utzig, purchasing agent. 
Fort Duquesne Blvd., Pittsburgh, Pa. 
United States Rubber Co., 1230 Avenue of §S. W. MacKenzie, director of pur- 
the Americas, New York, N. Y. chases. 
U. S. Steel, National Tube Division, Pitts- 
burgh, Pa. 
Universal Match Co., Ferguson, Mo 
Waltham Watch Co., Waltham, Mass_-__.. William H. MeMorrow, president. 
Hawthorne Works, Western Electric Co., W. J. Adams. 
Chicago, Il. 
Point Breeze Works, Western Electric Co., C. BE. McAdoo. 
Baltimore, Md. 
Kearny Works, Western Electric Co., W. F. Dietrich. 
Kearny, N. J. 
North Carolina Works, Western Electric. C. W. Zartman. 
Co., Winston-Salem, N. C. 
Westinghouse Air Brake Co., 3 Gateway Jarl D. Hilburn, vice president for 
Center, Pittsburgh, Pa. Government contracts. 
Whirlpool Corp., St. Joseph, Mich D. W. Alexander. 


Small business liaison officer 


ARMED SERVICES MEDICAL PROCUREMENT AGENCY RESPONSIBILITY 


American Optical Co., Southbridge, Mass... Vincent J. Rubenstein, director of 
purchasing department. 
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EXHIBIT G 


Summary of progress payments on prime contracts at Dec. 31, 1955 (not includ- 
ing public works construction) 


Navy Air Force | otal, Defense 
i Department 


ing progress payments 743 


| 
1. Number of contractors with outstand- | { 
2, Number of small business contractors | 
with outstanding progress payments__! 3 57 453 
3. small business percent of contractors | 
with progress payments. - - ' 4.3 | : 5s 61 
4. Number of contracts with progress pay- 
ments outstanding | 245 | 799 |} 70: , 747 
5. Number of small business contracts | 
with progress payments outstanding __| 
6. Small business percent of contracts with 
progress payments of. 4 | 
7. Face amount of contracts with out- | | 
standing progress payments - -- --| 795, 660, 617 |$10, 417, 222, 946 | $13, 953, 536, 800 | $25, 
8. Face amount of small business ¢ ontracts | 
with outstanding progress payments ' $70, 808, 496 $374, 004, 530 $182, 990,125 | $627, 803, 151 
9. Small business percent of face amount of | | 
contracts with outstanding progress | 
payments_ - ae te 8.9 | 3.6 | 1.3 | 2.5 
. Progress payments outst anding _| $66, 911, 962 | $2, 360, 389, 425 | $1, 612, 793,672 | $4, 040, 095, 059 
. Progress payments outstanding with | | 
small business____....- | $12, 098, 876 $252, 089,501 | $32, 556, 911 $296, 745, 288 
2. Percent progress payments outstanding | 
with small business--_____- 18.1 | 10.7 | 
! i 


Lik s adler, 2 | 713 


| 
7 


Progress payments, by procuring activity, at Dec. 31, 1955 (not including public 
works construction) 


Small business Other than small business 


Num- Progress 


| Num- Face Progress 
ber of | Face amount | payments 


ber of | amount payments 

con- | 

tracts tracts ing tracts ing 
| 


a ee ——-—- -——|--- — — | | 


Chemical Corps 6 |$11, 838, 803 & 847, 822 
Engineers_ 28 | 6,709,315 1, 354, 081 21 3, 390, 418 1, 346, 307 
Ordnance 18 , 546 1, 324, 249 20 452,021,509 | 24, 686, 568 
Signal Corps 75 | 36, 903 6, 377, 259 | 70 265, 340,441 | 28, 524, 964 
Quartermaster 1 19, 415 5s dl te te aa aa lin eg ra 
Transportation Corps- 1 ; | 176, 050 1 3, 736, 7% 186, 543 
Buships (shipbuilding) 108 , 952 | 236, 229, 653 118 2, 281, 335, 515 |1, 112, 912, 703 
Buships (other) 47 | | 4, 706, 747 M4 465, 537, 541 62, 414, 051 
A 36 4, 97, 954 1 206 | 1 6, 810, 821, 033 | | 863, 818, 304 
ES: anc cthtckbccnnandulsndns 34 f 2, 535, 394 91 456, 485, 481 49, 489, 081 
BuSandA_ 23 , 1, 921, 930 24, 098, 298 18, 553, 616 
BES NG och cecciidoucens 4 173, 200 
ONR ll 1, 378, 713 | 1, 127, 071 571, 960 
ASO Philadelphia --..--.-. ehoncee 7 3, 8: 7 1, 045, 910 3, 813, 477 540, 209 
Air Materiel Command 242 182, 990, 125 32, 556, 911 461 3 770, 546, 675 |1, 580, 236, 761 


641 |627, 803, 151 296, 745, 288 1, 106 “24, 538, 617, 212 } 3, 743, 349, 77 


4 $363, 033 $68, 704 


| 
| 
j 
| 
of con- outstand- | con- of contracts outstand- 
! 
| 
| 
| 
} 








1 Includes 6 Air Force contracts, 
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Progress payments, by size of contracts, at Dec. $1, 1955 (not including public 
works construction) 


Number of contracts with Face amount of contracts with progress payments 
progress payments out- | outstanding 
standing | 


| | Total, | Total, 
Army!Navy) Air |Defense} Army | Air Force | Defens 
| Force) Depart-} | | Department 
| ment 


Unlimited or open | 

call ptgedsiidnneaned diieiiemiies sad | 
Less than $25,000... _- 39) 73| $311, 638; $210, 533 $704, 659 $1, 226, 830 
25,001 to $50,000... 36) 53) 109} 1,346, 426) 709, 458 2 040, 478 4, 006, 362 
$50,001 to $100,000 30 63 137} 2,312, 836 3, 209, 746 4, 812, 109 10, 334, 601 
$100,001 to $200,000 | 41 74 } 5, 890, 799) , 313, 714 11, 197, 742 24, 402, 255 
$200,001 to $300,000 14) 30! 31) 75) 3, 402, 115) 7, 491, 685 7, 761, 573) 18, 655, 373 
$300,001 to $500,000 28) j 41) 129) 10, 496, 942) 23, 414, 661 16, 298, 206) 5D, 2090, 899 
$500,001 to $1,000,000 22) 47) 167) 15, 091, 644) 69, 472, 626 35, 159, 818 119, 724, O88 
Over $1,000,000 56 339) 877/756, 808, 217/10, 305, 400, 523,13, 875, 562, 125/24, 937, 770 

i 


| 


245| 700] 703| 1, 747/795, 660, 617/10, 417, 222, 946) 13, 953, 536, 800/25, 166, 420, 36: 
| } j | 








